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The  Third  Report  of  the  Commission  to  Study  the  Or¬ 
ganization  of  Peace,  which  is  to  be  released  soon,  deals 
with  the  United  Nations  as  an  evolving  organization 
and  as  a  continuing  process  of  development  through  the 
war,  the  reconstruction  period  after  the  war,  and  into  the 
ultimate  establishment  of  a  permanent  world  order. 

To  assist  in  the  preparation  of  this  Report,  various 
papers  have  been  prepared.  The  Report  itself  is  adopted 
by  the  Commission;  the  accompanying  papers  represent 
the  views  of  their  authors.  One  of  these  papers  by  Pro¬ 
fessor  J.  B.  CondliflFe  on  Problems  of  Economic  Reorgan¬ 
ization  is  reprinted  in  this  pamphlet.  Others  will  be  is¬ 
sued  as  separate  pamphlets,  and  all  papers  will  be  pub¬ 
lished  in  one  volume  together  with  the  Third  Report  itself. 
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Problems  of  Economic  Reorganization 

by 

J.  B.  CONDLIFFE 


War  Out  of  Peace 

As  THESE  lines  are  written  (December  1942),  the  United  States 
/a  have  just  completed  their  first  year  o£  actual  hostilities.  The 
war  in  Europe  is  well  into  its  fourth  year.  In  Asia  the  present  phase 
of  hostilities  has  lasted  more  than  five  years;  but  if  the  Japanese  ag¬ 
gression  is  dated  back  to  the  Mukden  incident  of  September  1931, 
the  Chinese  people  have  already  entered  their  twelfth  year  of  war. 

There  are  two  good  reasons  why  the  war  should  be  dated  back  to 
1931  rather  than  1941  or  1939.  The  first  reason  is  that  the  Japanese 
adventure  in  Manchuria  was  the  blow  that  revealed  the  hollowness 
of  a  collective  security  system  whose  protagonists  were  not  prepared 
to  defend  it.  Other  blows  followed  quickly — the  invasion  of  Ethiopia 
in  1935,  totalitarian  intervention  in  the  Spanish  Civil  War,  the  mil¬ 
itary  reoccupation  of  the  Rhineland  in  1936,  the  attack  on  Albania 
in  1937,  the  absorption  of  Austria  in  March  1938,  the  division  of 
Czechoslovakia  in  September  of  the  same  year  and  its  complete  sub¬ 
jugation  in  the  following  March,  leading  to  the  invasion  of  Poland 
in  September  1939.  It  is  evident  that  the  pace  of  aggression  quick¬ 
ened  as  the  totalitarian  powers  took  the  measure  of  democratic  un¬ 
preparedness  and  unreadiness  to  fight. 

The  second  reason  for  dating  the  war  back  to  1931  lies  in  the  na¬ 
ture  of  modern  totalitarian  war.  The  role  of  the  artillery  barrage  in 
softening  military  objectives  has  been  extended  both  in  time  and  in 
scope.  Political,  psychological  and  economic  warfare  precedes  actual 
hostilities.  The  Japanese  had  long  sought  to  divide  the  Chinese 
people,  setting  one  faction  against  another.  After  1933  the  Nazi  gov¬ 
ernment  of  Germany  brought  the  time-honored  methods  of  bribery, 
espionage,  intimidation  and  propaganda  to  a  high  pitch  of  perfec¬ 
tion — confusing,  dividing,  paralyzing  the  will  of  their  prospective  vic¬ 
tims.  While  no  weapon  of  moral,  psychological  or  political  warfare 
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was  neglected,  the  economic  weapon  in  particular  was  used  more 
fully  and  effectively  than  ever  before  in  a  period  of  nominal  peace. 

It  is  easy  enough  now  in  retrospect  to  trace  the  significance  of  the 
successive  steps  by  which  the  Axis  powers  made  their  economic 
preparations  for  war.  The  remodeling  of  their  own  national  econ¬ 
omies  was  only  one  aspect  of  the  preparations.  Such  remodeling  in¬ 
volved  not  only  the  building  of  stockpiles  of  strategic  raw  materials, 
and  the  reorganization  of  imports  so  as  to  lessen  dependence  on  sup¬ 
plies  that  might  be  blockaded.  It  also  involved  placing  the  national 
economy  upon  a  footing  of  war-preparedness  (Wehrwirtschaft),  de¬ 
veloping  a  large  measure  of  self-sufficiency  in  foodstuffs,  promoting 
strategic  public  works,  disciplining  and  regimenting  consumption, 
allocating  manpower  and  fostering  armament  production.  Germany 
in  particular  made  no  secret  of  the  fact  that  its  economic  reorganiza¬ 
tion  was  designed  to  create  the  framework  of  a  war  economy,  to 
train  the  necessary  economic  staffs  and  to  accustom  the  people  to 
rationing  and  other  economic  measures  of  war  mobilization. 

On  the  international  side,  the  detailed  and  total  regulation  of  all 
economic  and  financial  transactions  was  directed  not  only  to  provid¬ 
ing  continental  and  safe  sources  of  imports;  but  also  to  achieving 
economic  and  political  dominance  in  strategic  small  countries.  Trade 
was  regulated  for  political  as  much  as  for  economic  reasons.  Bulgaria, 
for  example,  became  a  favored  pawn  in  the  hands  of  the  Nazi  trade 
officials.  The  neighboring  Yugoslavs  were  stiffnecked  and  difficult 
and  it  was  no  accident  that  Yugoslavia  was  attacked  effectively  from 
the  rear  through  Bulgaria. 

These  facts  are  now  well  recognized.  The  totalitarians  turned 
peace  into  preparation  for  war.  Like  the  economic  regimentation  on 
the  domestic  front,  the  system  of  regulated  trade  was  designed  to 
provide  an  easy  transition  to  war  necessities.^ 


The  Collapse  of  International  Economic  Mechanisms 

These  historical  facts  are  recalled  because  they  raise  questions 
that  are  obviously  relevant  to  the  harassing  and  complex  prob¬ 
lems  that  must  be  solved  if  any  attempt  is  made  to  restore  an  ex- 


I.  For  detailed  evidence  of  the  facts  summarized  above  see  J.  B.  Condliffe,  The  Re¬ 
construction  of  World  Trade;  Antonin  Basch,  The  New  Economic  Warfare;  Frank 
Munk,  The  Economics  of  Force;  Thomas  Reveille,  The  Spoil  of  Europe. 
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panding  system  of  world  trade  designed  to  enhance  the  welfare  of 
the  ordinary  man.  How  did  the  Nazis  manage  so  successfully  to 
delude  or  intimidate  many  of  the  smaller  European  countries  into 
accepting  these  trading  arrangements  so  fatal  to  their  economic  and 
ultimately  their  political  independence?  Did  the  little  countries 
choose  to  serve  the  Axis  ?  Or  would  they  have  preferred  to  trade  with 
Britain,  France,  the  United  States  and  the  other  democratic  coun¬ 
tries?  What  facilities,  concessions  or  help  did  these  countries  offer  to 
keep  them  out  of  the  Axis  toils? 

The  answers  to  these  questions  are  a  melancholy  reflection  on  past 
unwisdom  and  a  beacon  warning  for  future  policy.  Briefly  stated, 
the  great  trading,  democratic  countries  in  these  critical  years  of  war 
preparation  were  obsessed  by  restrictive  nationalist  policies,  intent 
on  conserving  their  home  markets  and  pushing  their  exports.  The 
long  list  of  decisions  against  freer  trade — from  the  Hawley-Smoot 
Tariff  of  June  1930 — includes  notably  the  reversal  of  British  eco¬ 
nomic  policy  in  1931.  The  depreciation  of  sterling  took  place  within  a 
few  days  of  the  Japanese  attack  at  Mukden.  In  the  financial  crisis  of 
1 93 1 -2  Britain  abandoned  free  trade  and  adopted  a  protectionist 
tariff.  In  the  summer  of  1932  the  British  preferential  system  was 
consolidated.  For  the  first  time  in  a  century  preference  was  imposed 
on  the  dependent  colonies.  In  the  ensuing  years  Britain  negotiated  a 
series  of  narrow  bilateral  treaties  with  countries  in  the  sterling  area, 
treaties  which  used  to  the  full  the  bargaining  power  of  a  great  im¬ 
porting  market.^ 

It  is  important  to  realize  the  world  significance  of  these  events. 
The  British  free  trade  market  had  been  the  center  of  the  19th  cen¬ 
tury  trading  system.  Sterling  was  an  international  currency,  the 
pivot  of  exchange  stability.  The  London  Money  Market  was  a  reser¬ 
voir  in  which  was  gathered  up,  and  from  which  was  distributed, 
capital  for  investment  in  productive  enterprises  all  over  the  world. 
As  long  as  Britain  adhered  to  its  historic  policy  of  free  trade,  its 
great  commodity  markets  acted  as  a  stabilizer  or  governor  of  rela¬ 
tive  prices  in  world  markets.  The  free  operation  of  these  markets, 
supplemented  by  speculative  commodity  arbitrage — buying  and  sell¬ 
ing  goods  against  gold  or  currencies — evened  out  price-levels  in  dif¬ 
ferent  areas.  In  the  same  way,  as  long  as  monetary  operations  were 

2.  Cf.  Henry  J.  Tasca,  World  Trading  Systems,  Paris,  1939,  for  a  comparison  of  the 
British,  German  and  American  bilateral  trading  agreements. 
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free  and  abundant,  it  was  convenient  for  most  central  banks  to  clear 
their  balances  of  international  payments  through  London.  These 
mechanisms— working  loosely  upon  customary  lines  and  without 
much  in  the  way  of  institutional  machinery — were  the  pivot  of  inter¬ 
national  economic  adjustment  and  clearing.  When  Britain  turned 
to  a  policy  of  economic  nationalism,  not  only  were  severe  losses  in¬ 
flicted  upon  the  monetary  and  economic  systems  of  other  countries — 
the  mechanism  of  free  clearing  and  competitive  price  adjustments 
was  lost.  The  19th  century  trading  system  based  on  capitalist  enter¬ 
prise  and  dominated  by  British  interests  broke  down  finally  in  1931. 
It  had  demonstrated  the  possibility  of  world  economic  organization 
and  the  lessons  of  its  experience  are  valuable.  But  it  has  passed  into 
history  and  cannot  be  revived. 

The  last  chance  to  restore  it  was  offered  by  the  Monetary  and 
Economic  Conference  that  met  at  London  in  June  1933.  Then,  as 
now,  the  first  obvious  step  to  be  taken  was  some  measure  of  pro¬ 
visional  exchange  stabilization.  It  was  necessary  to  stop  the  dance  of 
the  currencies  which  had  in  the  meantime  been  further  complicated 
by  the  depreciation  of  the  dollar  in  April  1933.  Exchange  stabiliza¬ 
tion  would  not  in  itself  have  sufliced  to  restore  equilibrium;  but 
without  it  there  was  no  practical  hope  of  reducing  trade  barriers,  re¬ 
starting  foreign  investment  and  following  coordinated  national  poli¬ 
cies  of  expanding  employment.  No  agreement,  however,  could  be 
reached  on  the  exchange  problem,  though  representatives  of  the 
central  banks  were  meeting  at  the  Bank  of  England  as  the  Confer¬ 
ence  opened.  There  seemed  no  possibility  of  compromise  between 
the  monetary  experiments  then  being  pursued  by  the  United  States 
and  the  doctrinaire  adherence  to  rigid  gold  standard  policies  advo¬ 
cated  by  the  representatives  of  the  gold  bloc  countries.  Britain’s 
midway  position  was  not  acceptable  to  either  extreme  and  was  not 
presented  very  forcefully  or  imaginatively  by  Mr.  Chamberlain  who 
was  then  Chancellor  of  the  Exchequer. 

The  complete  failure  of  the  Conference  was  followed  immediately 
by  a  spate  of  higher  tariffs,  tightened  exchange  control,  and  import 
quota  systems  and  bilateral  barter  clearing  agreements.  It  was  out 
of  this  collapse  of  multilateral  trading  arrangements  that  the  finan¬ 
cial  and  economic  skill  of  Dr.  Schacht  fashioned  the  Nazi  instru¬ 
ments  of  economic  warfare.  In  a  very  real  sense  he  won  by  default 
— the  default  of  the  democratic  trading  powers. 
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A  Psychology  of  Passive  Defense 

IN  the  years  that  followed  1933  the  little  countries  of  eastern  Eu¬ 
rope  were  caught  in  the  toils  of  the  Nazi  bilateral  trading  system. 
They  struggled  to  keep  open  alternative  markets  and  to  avoid  com¬ 
plete  dependence  upon  the  great  and  favorable  market  offered  by 
German  readiness  to  import  at  almost  any  price  and  in  almost  any 
quantity.  The  terms  offered  by  the  Nazis,  however,  were  hard  to 
resist  and  even  if  the  little  countries  sometimes  paid  high  for  their 
own  imports  from  Germany,  many  of  them  gained  on  balance.  The 
real  price  they  paid  was  economic  and  finally  political  dependence 
upon  Berlin. 

The  democratic  countries  made  little  effort  to  counteract  the  Nazi 
economic  strategy.  Britain  steadily  consolidated  its  new  protective 
tariffs  and  extended  its  bilateral  agreements  in  the  sterling  area. 
France,  enslaved  by  the  gold  standard  tradition,  but  unable  to  carry 
through  the  drastic  deflation  demanded  by  that  tradition,  tightened 
its  quota  restrictions.  The  United  States,  committed  by  Mr.  Hull  to 
a  program  of  reciprocal  trade  agreements,  found  difficulty  in  nego¬ 
tiating  such  agreements  with  countries  forced  unwillingly  to  trade 
within  the  Nazi  system  of  discriminating  bilateral  barter.  The  prin¬ 
ciple  of  equality  of  trading  opportunity  (most-favored-nation  treat¬ 
ment)  is  one  of  the  cornerstones  of  American  policy.  Though  vari¬ 
ous  attempts  were  made  to  apply  it  to  exchange-control  and  quota 
systems,  they  were  not  very  successful.  The  best  they  could  achieve 
was  an  approximation  to  fair  treatment  in  the  distribution  of  quotas 
— a  very  different  matter  from  equality  of  trading  opportunity. 

Even  when  the  harsh  fact  could  no  longer  be  ignored  that  the 
Nazis  were  in  fact  following  a  policy  of  economic  warfare,  the  re¬ 
sponse  by  Britain  and  France  was  weak  and  hesitating.  Relatively 
small  loan  agreements  were  made,  but  were  strictly  supervised  by 
economical  Treasury  officials.  Bilateral  purchasing  and  trade  agree¬ 
ments  were  negotiated  on  a  limited  scale,  but  in  fact  the  Nazi  prac¬ 
tice  of  buying  at  prices  above  the  world  market  (thus  virtually  forc¬ 
ing  exchange  depreciation  upon  the  client  countries)  made  the 
counter-offers  unattractive  to  exporting  interests. 

A  very  striking  case  of  the  reluctance  of  the  democratic  trading 
countries  to  risk  any  disturbance  in  their  home  markets  in  order  to 
afford  relief  to  the  little  countries  was  their  failure  to  fulfill  the  ob- 
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ligations  of  the  League  Covenant  in  regard  to  mutual  support  when 
economic  sanctions  were  imposed  on  Italy.  The  sanctions  were  pro¬ 
posed  by  Britain,  with  reluctant  French  acquiescence;  but  the  great¬ 
est  risks  and  relatively  the  greatest  trading  losses  were  taken  by 
Italy’s  neighbors— -particularly  Yugoslavia,  Roumania  and  Greece. 
At  one  dramatic  moment  in  the  discussions  of  the  Coordination 
Committee,  the  Foreign  Minister  of  Roumania  exclaimed  that  he 
was  risking  his  country’s— and  perhaps  his  own-life  in  thus  in¬ 
curring  the  hostility  of  a  powerful  neighbor.  But  no  formal  measures 
of  mutual  support  were  undertaken.  No  committee  was  set  up.  Some 
small  trading  concessions  were  made  by  France  and  Britain,  but  in 
the  main  the  feeling  prevailed  that  each  country  should  take  its  own 
risks  and  bear  its  own  losses.  Indeed,  it  was  difficult  to  resist  the  im¬ 
pression  that  the  rapidity  and  efficiency  with  which  Italy’s  trade  was 
cut  offi  was  due  at  least  partly  to  the  skill  with  which  experts  in 
trade  restriction  performed  a  major  operation.  There  was  little  evi¬ 
dence  of  any  zeal  to  break  down  barriers  as  a  measure  of  mutual 
support. 

Another  opportunity  to  develop  greater  economic  cooperation 
among  the  democratic  trading  powers  came  with  the  announcement 
of  the  Tripartite  Monetary  Declaration  in  September  1936.  The  nego¬ 
tiations  by  which  Britain,  France  and  the  United  States  agreed  to 
aim  at  preserving  exchange  stability  were  primarily  intended  to 
give  France  an  opportunity  of  aligning  its  currency  with  those  that 
had  already  been  devalued  or  depreciated,  so  that  the  consolidating 
Axis  powers  might  be  confronted  by  a  solid  democratic  bloc.  Switzer¬ 
land,  Belgium  and  the  Netherlands  speedily  joined  the  three  original 
declarants  and  there  were  consequential  devaluations,  for  example 
in  Czechoslovakia.  But  the  expressed  hope  that  this  belated  exchange 
alignment  and  stabilization  would  lead  to  a  lowering  of  trade  bar¬ 
riers  among  the  democratic  countries  was  not  realized.  A  few  small 
tariff  reductions  and  some  mitigation  of  quota  restrictions,  mainly  in 
Switzerland,  were  the  only  meager  results. 

The  historical  facts  recalled  above  reflect  the  indecision  and  timid¬ 
ity  of  democratic  policy  in  face  of  the  totalitarian  economic  aggres¬ 
sion.  Economic,  like  military,  policy  was  dominated  by  a  pitiful 
psychology  of  passive  defense.  Measures  of  restrictive  economic  na¬ 
tionalism,  however,  constituted  in  fact  a  defense,  not  of  national 
interests  or  national  welfare,  but  of  sectional  interests  using  national 
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instruments  o£  protection.  Their  purpose  was  to  resist  economic 
change  and  adaptation,  to  freeze  existing  patterns  of  production  and 
employment  and  to  protect  them  against  competition  from  imports. 
There  was,  indeed,  an  almost  universal  phobia  against  imports — the 
only  real  gain  from  trade.  It  is  well  illustrated  by  the  fact  that  the 
United  States  reacted  to  both  the  severe  crises  of  the  inter-war  years 
by  increasing  its  already  high  tariff  duties  in  1922  and  again  in  1930. 
On  the  other  hand,  every  country  strove  desperately  to  expand  its 
exports,  by  negotiation,  by  subsidies,  by  loans.  In  order  to  maintain 
domestic  employment,  exports  were  almost  given  away.  The  total- 
itarians,  led  by  Germany,  stocked  up  with  imports  wherever  they 
could  get  them  and  found  employment  for  their  own  workers  in 
producing  the  exports  with  which  to  pay  for  what  they  had  already 
imported.  The  democratic  countries  yielded  to  pressure  groups  by 
shutting  out  imports  and  subsidizing  exports.  Since  one  country’s 
imports  were  another  country’s  exports,  the  process  was  mutually 
destructive  of  trade,  production  and  employment.  In  the  economic 
sphere  restrictive  nationalism  proved  to  be  as  futile  as  the  Maginot 
Line. 


The  Importance  of  Imports 


rrr^HESE  facts  need  to  be  emphasized  before  embarking  on  any  dis- 
cussion  of  policies  and  institutional  arangements  designed  to 
create  a  world  of  expanding  multilateral  trade  and  rising  living 
standards.  All  such  policies  will  be  sterile  and  the  best-conceived  in¬ 
stitutions  will  be  still-born  unless  the  great  trading  powers  are  pre¬ 
pared  to  accept  imports  in  greater  quantities.  This  clearly  means  that 
they  must  be  ready  to  expose  their  own  domestic  production  to  com¬ 
petition. 

International  trade  might  well  be  restored  for  a  few  years,  it  is 
true,  by  some  form  of  American  lending  to  enable  other  countries 
to  purchase  American  exports  without  being  able  to  send  their  own 
goods  in  payment.  An  extension  of  lend-lease  procedures,  or  large- 
scale  political  loans,  or  a  revival  of  direct  investments  by  great  Amer¬ 
ican  corporations,  might  have  the  same  results  for  a  time  as  the  flow 
of  American  loans  to  Europe  had  in  1925.  But  in  the  long  run,  and 
not  too  long  a  run,  unless  the  loans  can  be  repaid  by  goods  they  must 
be  defaulted  and  might  as  well  be  termed  gifts.  There  is  no  escape 
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from  the  fact  that  exports  must  be  paid  for  by  imports.  Financial 
power  consists  simply  in  the  taxable  capacity  of  the  people  and  there 
are  limits  to  the  power  of  any  government  to  tax  its  citizens  in  order 
that  sheltered  industries  may  be  spared  the  cost  of  adapting  them¬ 
selves  to  changed  competitive  conditions. 

The  essential  condition  of  success  in  carrying  through  the  interna¬ 
tional  economic  policy  proclaimed  in  the  Atlantic  Charter  is,  there¬ 
fore,  a  determined  and  consistent  effort  by  the  great  industrial  and 
trading  nations  to  break  down  the  barriers  to  international  trade, 
beginning  with  their  own.  It  does  not  much  matter  what  methods 
are  used — unilateral  action,  bilateral  or  multilateral  negotiations.  In 
practical  politics,  the  most  effective  instrument  in  the  past  has  usual¬ 
ly  been  bilateral  agreement,  extended  multilaterally  by  most-favored- 
nation  treatment,  but  “spark-plugged”  by  the  unilateral  determina¬ 
tion  of  the  leading  industrial  power.  This  is  the  method  followed 
since  1934  by  the  United  States  in  its  reciprocal  trade  agreement 
program  which  is  potentially  a  very  powerful  instrument  of  trade 
expansion,  if  used  with  vigor  and  determination.  It  was  the  method 
followed  earlier  in  the  famous  Anglo-French  commercial  treaty  nego¬ 
tiated  by  Cobden  and  Chevalier  in  i860  and  in  the  subsequent  treaties 
which  promised  for  a  time  to  inaugurate  world  free  trade  and  did  lay 
the  basis  for  the  greatest  advance  in  living  standards  the  world  has 
ever  seen.  Behind  those  treaties,  however,  lay  the  British  drive  for 
freer  trade.  Without  a  similar  drive  by  the  great  trading  powers  in 
the  years  that  lie  ahead  of  us  there  is  not  likely  to  be  much  reality 
in  the  negotiations  for  reciprocal  trading  concessions. 

The  Necessity  of  an  International  Framework^ 

A  FURTHER  lesson  from  the  recent  past  may  be  underlined.  If  the 
nations  of  the  world  are  to  cooperate  in  a  great  coordinated 
effort  to  promote  an  expanding  rather  than  a  restrictive  economy 
certain  elementary  institutional  arrangements  are  necessary.  The 
most  fundamental  of  these  are  effective  means  of  maintaining  mon¬ 
etary  stability.  Of  all  the  nationalistic  experiments  in  the  pre-war 
period  the  most  destructive  of  international  economic  cooperation 
was  the  idea  of  “flexible  exchange-rates.”  If  there  is  no  certainty 
concerning  the  rate  at  which  accounts  owed  in  the  money  of  one 

3.  Cf.  J.  B.  Conclude,  Agenda  for  a  Postwar  World,  New  York,  1942. 
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country  can  be  translated  into  payments  in  the  money  of  another 
country,  legitimate  trade  is  faced  with  unpredictable  hazards.  The 
speculator,  it  is  true,  finds  a  happy  hunting  ground  in  disordered 
exchanges;  but  producers  and  traders  suffer.  The  development  of 
export  credit  guarantees  and  future  markets  may  protect  them  some¬ 
what,  but  exchange  uncertainties  are  a  handicap  to  trade. 

Still  worse  is  the  handicap  imposed  on  long-term  investment  such 
as  will  be  necessary  on  a  great  scale  if  the  United  Nations  program 
of  international  economic  development  in  industrially  backward 
areas  is  to  be  carried  through.  The  growing  importance  attached  to 
medium-term  loans  emphasizes  this  handicap.  If,  for  example, 
American  capital  is  to  be  used  to  develop  China  or  Latin-America 
or  Eastern  Europe,  whether  by  private  or  by  public  agencies,  it  is 
essential  that  interest  and  repayments  shall  be  calculable  for  years 
ahead.  If  the  investment  is  made  in  dollars  and  the  Chinese  currency 
then  depreciates,  the  burden  of  interest  payments  will  become  intol¬ 
erable  for  China.  If  on  the  other  hand  the  loan  is  made  in  terms  of 
Chinese  currency  which  then  depreciates,  the  American  investor 
will  lose  a  great  part  of  the  dollar  value  of  his  investment.  The  only 
equitable,  and  indeed  the  only  possible,  basis  of  such  investments  is 
a  degree  of  exchange  stability  that  will  make  the  value  of  the  Chinese 
currency  in  terms  of  dollars  the  same  in  the  years  ahead  as  when  the 
original  loan  is  negotiated. 

It  is  abundantly  clear  from  past  experience  that  control  of  the  ex¬ 
change  rates — which  are  by  their  very  nature  bilateral  ratios,  the 
price  of  one  currency  in  terms  of  another — cannot  safely  be  left  in 
the  hands  of  national  monetary  authorities.  This  is  one  area  where 
a  specific  voluntary  relinquishment  of  national  sovereignty  in  re¬ 
turn  for  a  shared  international  sovereignty  is  necessary  if  any  inter¬ 
national  economic  system  is  to  function.  To  urge  this  is  not  to  argue 
that  national  comimunities  must  be  put  through  the  agony  of  severe, 
and  often  fruitless,  deflation  rather  than  adjust  the  external  value  of 
their  currencies  when  confronted  by  adverse  circumstances.  It  is 
merely  to  state  the  obvious  fact  that  such  adjustments  should  not 
be  undertaken  frequently  to  avoid  even  slight  adaptation  to  chang¬ 
ing  international  equilibrium;  but  that  the  country  concerned  should 
make  a  case  for  it  strong  enough  to  secure  the  assent  of  other  inter¬ 
ested  communities. 
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Other  specific  exchanges  of  national  sovereignty  for  participating 
international  sovereignties  are  clearly  called  for  in  the  changing  cir¬ 
cumstances  of  this  shrinking  'world.  The  reestablishment  of  “na¬ 
tional  treatment” — the  right  of  aliens  to  live,  trade  and  own  property 
on  an  equal  basis  with  national  citizens — ^is  one  of  them.  With  the 
rapid  development  of  air  transport,  this  involves  reconsideration  of 
the  present  legal  theory  of  national  sovereignty  over  the  air. 

Supervision  of  international  investments  and  international  coop¬ 
eration  to  promote  the  economic  development  of  industrially  back¬ 
ward  areas  is  another  field  in  which  the  anarchic  operation  of  na¬ 
tional  sovereignty  has  proved  incapable  of  controlling  either  its  own 
excesses  or  the  errors  of  competitive  capitalism. 

What  is  necessary  in  all  these  fields  is  not  well  described  as  a  re¬ 
linquishment  of  sovereignty.  A  citizen  does  not  give  up  his  personal 
independence  when  he  submits  to  the  rules  of  a  democratic  society. 
Rather  he  enlarges  his  independence.  In  the  same  way  a  State  which 
voluntarily  agrees  that  the  exchange  rates  for  all  currencies,  includ¬ 
ing  its  own,  shall  be  subject  to  control  by  an  international  organiza¬ 
tion  of  which  it  forms  a  part  is  exchanging  a  limited  national  sover¬ 
eignty  for  a  share  in  a  much  wider  joint  sovereignty. 

There  is,  indeed,  a  widening  area  of  international  economic  policy 
where  the  necessity  of  international  coordination  becomes  more 
and  more  evident.  This  area  covers  some  of  the  most  cherished  at¬ 
tributes  of  national  sovereignty — among  them  the  rights  to  control 
migration  and  to  establish  tariffs  and  other  barriers  to  trade.  Any 
suggestion  that  other  peoples  are  entitled  to  be  heard  on  such  ques¬ 
tions  invariably  arouses  strong  national  resentment,  especially  in  the 
strongest  industrial  countries.  Yet  the  fact  remains  that  the  only  way 
to  avoid  the  pressing  of  such  suggestions  is  for  the  great  industrial 
countries  to  follow  such  national  policies  in  these  fields  as  to  lessen 
the  need  for  other  countries  to  plead  for  their  economic  existence. 
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The  Organization  of  Total  War 

IT  has  been  pointed  out  above  that  the  regulating  or  equilibrating 
organs  of  pre-war  international  economic  organization — the  mar¬ 
kets  and  controls  centered  on  London — had  broken  down  in  1931 
and  that  the  totalitarian  war  preparation  was  greatly  helped  by  the 
resulting  confusion.  The  long-run  problems  of  post-war  reorganiza¬ 
tion  consist  largely  in  the  need  for  new  equilibrating  institutions  of 
an  international  or  supra-national  character. 

The  long-run  problem,  however,  grows  out  of  and  is  conditioned 
by  what  happens  in  the  short-run.  The  plans  for  a  post-war  world 
must  be  based  firmly  upon  war  conditions  and  policies.  It  would  be 
very  easy  to  plot  out  a  dream  world,  ignoring  all  the  frustrations, 
dislocations,  distortions  upon  which  in  fact  the  post-war  world  will 
have  to  be  built.  To  follow  this  line  of  escape  from  present  realities 
and  future  perplexities,  however,  involves  wishing  away  the  most 
difficult  parts  of  the  problem  to  be  solved."^ 

Under  the  stress  of  war  a  series  of  emergency,  ad  hoc,  arrange¬ 
ments  have  been  made  between  the  various  members  of  the  United 
Nations.  Almost  unconsciously  the  pivot  and  center  of  these  arrange¬ 
ments  has  been  shifted  from  London  to  Washington.  The  urgent 
needs  of  war  have  led  to  bilateral  and  regional  commitments,  not 
between  the  United  Nations  as  a  coherent  group,  but  between  most 
of  thdm  and  the  United  States  separately,  or  between  them  and 
Britain  which  in  turn  negotiates  with  the  United  States.  It  is  almost 
impossible  to  tabulate  these  commitments  systematically.  They  are 
in  part  a  continuation  of  pre-war  policies  and  in  part  war  improvisa¬ 
tions.  Some  are  regional  and  others  bilateral.  Some  have  at  least 
rudimentary  executive  organs  to  implement  them,  others  are  simply 
treaty  instruments  or  executive  commitments  without  any  joint 
secretariat. 

A  great  part  of  these  arrangements  may  well  survive  the  period  of 
active  hostilities.  The  committees  and  staffs  created  to  work  them 
out  will  be  the  only  effective  m^ans  of  international  economic  co¬ 
operation  in  the  immediate  post-war  period,  but  the  post-war  prob¬ 
lems  will  be  very  different  and  in  many  cases  opposite  from  those 

4.  Cf.  Rupert  Brooke’s  “Heaven”  in  igi4  and  other  Poems,  London,  1916. 

“And  in  that  Heaven  of  all  their  wish, 

There  shall  be  no  more  land,  say  fish." 
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of  the  war  period.  Unless  there  is  preparation  of  truly  international 
institutions,  the  United  States  may  well  be  left  in  an  invidious  unila¬ 
teral  situation— holding  nearly  all  the  bags — and  the  rest  of  the  world 
in  fear  that  the  commitments  of  the  United  States  will  either  be 
repudiated  or  will  be  transformed  into  American  imperialism. 

If  the  United  Nations  are  to  take  the  offensive  on  the  fighting 
fronts,  they  must  pool  their  resources.  There  is  equally  urgent  need 
to  carry  through  a  concerted  offensive  on  the  economic  and  political 
fronts,  which  are  in  fact  not  separable  from  the  fighting  fronts.  The 
political  offensive  is  in  many  ways  an  important  auxiliary  to  the 
military  offensive.  It  depends  mainly  upon  conveying  to  our  own 
as  well  as  to  neutral  and  enemy  peoples  a  clear  picture  of  United 
Nations  plans  for  economic  and  social  reconstruction  after  the  war. 

Victory  is  itself  the  most  important  post-war  policy  to  be  pursued, 
if  only  because  the  shorter  the  war  the  less  the  disorganization  that 
must  be  faced.  It  would  of  course  be  silly  to  suggest  that  the  method 
of  fighting  the  war  should  be  dictated  by  post-war  plans.  Air  bom¬ 
bardment,  for  example,  must  be  utilized  to  the  last  moment  in 
smashing  the  transport  facilities  of  the  enemy  even  though  the  lack 
of  these  facilities  will  make  the  immediate  tasks  of  relief  and  recon¬ 
struction  much  harder. 

There  is  every  reason,  on  the  other  hand,  why  the  United  Nations 
should  perfect  their  own  cooperative  arrangements.  They  are  already 
a  great  comity  of  nations.  The  principles  of  freer  trade,  of  economic 
opportunity  and  social  security  which  they  proclaim  as  their  war 
aims,  can  be  practiced  at  once  between  themselves.  They  form  a 
great  part  of  the  trading  world.  Bold  action  in  this  field  is  necessary 
for  the  war  effort  as  may  be  judged  from  the  President’s  request  to 
Congress  that  restrictions  upon  the  movement  of  goods  and  per¬ 
sons  be  abrogated  for  the  duration. 

It  is  necessary,  therefore,  to  examine  the  structure  of  international 
arrangements  to  which  the  United  States  is  a  party,  and  to  suggest 
ways  and  means  by  which  those  arrangements  may  be  transformed 
smoothly  into  a  working  structure  of  international  economic  co¬ 
operation. 

Reference  has  already  been  made  to  two  United  States  policies 
which,  before  the  war  became  inevitable,  were  aimed  at  stabilizing 
international  economic  relations.  The  Tripartite  Monetary  Declara- 
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tion  of  September  1936  is  still  technically  in  force  and  points  the 
way  to  a  practical  method  of  exchange  stabilization  in  the  future. 
In  the  same  way  the  powers  of  the  President  to  negotiate  reciprocal 
trade  agreements  are  granted  by  Congress  until  June  1943  and 'may 
be  renewed  and  widened  at  that  time.  The  renewal  of  these  powers 
to  provide  a  flexible  and  broadened  instrument  of  negotiation  is 
perhaps  the  most  essential  single  piece  of  preparation  to  deal  with 
post-war  problems.  The  patterns  of  international  trading  competi¬ 
tion  will  be  so  disturbed  that  the  Executive  must  have  flexible  pow¬ 
ers  to  negotiate  new  trade  agreements. 

It  is  to  be  remembered  that  the  Hawley-Smoot  Tariff  of  1930  re¬ 
mains  in  force  except  insofar  as  subsequent  trade  agreements  have 
modified  some  of  its  items.  With  it  stands  the  whole  apparatus  of  in¬ 
direct  administrative  protectionism,  and  a  complex  body  of  customs 
law  and  procedure.  The  powers  of  the  Executive  to  alter  the  system 
of  appraisal  and  valuation  for  imports  are  potentially  more  effective 
than  the  powers  to  negotiate  trade  agreements.  Besides  the  tariff  and 
the  administrative  decisions  by  which  it  is  interpreted,  there  is  a 
series  of  institutional  and  legal  arrangements  affecting  international 
economic  relations.  It  is  enough  to  recall  the  importance  of  the  patent 
law  in  governing  cartel  agreements  and  thereby  domestic  produc¬ 
tion,  for  example  in  the  chemical  industries. 

Moreover,  the  whole  vast  structure  of  private  international  organ¬ 
ization — shipping,  investment,  finance,  insurance,  selling  agencies, 
advertising,  carefully  cultivated  markets  for  special  goods  and  brands 
— is  kept  alive  as  far  as  the  exigencies  of  war  permit.  There  is,  so  to 
speak,  a  mould  into  which  trade  will  flow  again  as  it  did  after  the 
last  war  as  soon  as  it  is  given  a  chance. 

This  persistence  of  the  pre-war  pattern,  but  without  the  vital  over¬ 
all  organs  of  equilibration,  needs  to  be  considered  together  with  the 
fact  that  a  new  system  of  war  trade  and  economic  cooperation  has 
been  developed  and  superimposed  upon  the  old  pattern.  The  most 
important,  but  not  the  only,  element  of  this  new  system  is  the  ex¬ 
change  of  weapons,  munitions,  materials,  food  and  other  types  of 
commodities  on  lend-lease  and  reverse  lend-lease.  Other  elements 
of  the  system  of  war  trade  and  investment  consist  of  the  loans  ex¬ 
tended  by  the  Treasury,  the  Import-Export  Bank  and  the  Recon¬ 
struction  Finance  Corporation  to  different  members  of  the  United 
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Nations  (not  all  of  which  have  been  accepted),  the  purchasing  agree¬ 
ments  made  by  the  subsidiaries  of  the  R.F.C,  (such  as  the  Metal  Re¬ 
serves  Corporation  and  the  Rubber  Reserves  Corporation),  by  the 
Board  of  Economic  Warfare  and  the  Department  of  Agriculture, 
the  development  loans  and  technical  missions  mostly  under  the  aegis 
of  the  Board  of  Economic  Warfare  and  the  allocation  of  export  mar¬ 
kets  by  the  War  Trade  Committee. 


It  is  apparent  that  all  of  these  operations  of  economic  warfare,  in¬ 
volving  many  United  Nations  countries  and  many  departments  in 
the  United  States  are,  or  ought  to  be,  subordinate  to  decisions  of 
policy  and  strategy.  It  is  at  this  point,  however,  that  much  of  the 
confusion  of  the  war  effort  arises.  There  is  no  Supreme  War  Coun¬ 
cil  of  the  United  Nations.  There  is  a  Pacific  War  Council  of  some 
of  them,  a  United  States-Canadian  Permanent  Joint  Board,  a  Joint 
Mexican-United  States  Defense  Committee  and  an  agreement  with 
Cuba  as  well  as  an  Inter-American  Defense  Board,  the  Anglo-United 
States  Combined  Chiefs  of  Staff,  as  well  as  mutual  aid  (lend-lease) 
agreements  between  the  United  States  and  ten  of  its  allies.^  This 
does  not  by  any  means  exhaust  the  list  of  the  bilateral,  regional  and 
multilateral  arrangements  and  agreements  to  which  the  United 
States  has  recently  become  a  party 

5.  Great  Britain  (February  23,  1942)  accepted  as  binding  by  Australia  and  New 
Zealand  (September  3),  China  (June  2),  U.S.S.R.  (June  ii),  Belgium  (June  16), 
Poland  (July  i),  Netherlands  (July  8),  Greece  (July  9),  Czechoslovakia  (July  ii), 
Norway  (July  ii),  Yugoslavia  (July  24). 

6.  A  summary  of  these  arrangements  follows.  It  is  arranged  geographically  by  areas; 
but  needs  to  be  interpreted  with  caution  since  the  practical  development  and  organiza¬ 
tion  of  the  various  agreements  differs  greatly. 


1 .  Inter- American ; 
1939,  October 


1942,  January 


February 

April 

August 

September 


Inter-American  Financial  and  Advisory  Committee  sup¬ 
plemented  by  Inter- American  Development  Commis¬ 
sion  (June  1940)  and  Inter-American  Maritime  Tech¬ 
nical  Commission  (November  1941) 

Inter-American  Defense  Board 

Inter- American  Copimission  for  Territorial  Administration 
Inter-American  Juridical  Committee 
Emergency  Advisory  Committee 
Joint  Mexican-United  States  Defense  Committee 
Agreement  for  Reciprocal  Use  of  Air  Bases 

United  States-Mexican  Agreement  on  Seasonal  Labor  Mi¬ 
gration 

Cuba-United  States  Agreement  for  Defense  Coordination 
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The  most  important  of  these  joint  organizations  seem  in  practice 
to  be  the  Anglo-American  arrangements — the  Combined  Chiefs  of 
Staff  and  the  Combined  Boards  dealing  with  Munitions,  Raw  Ma¬ 
terials,  Shipping,  Production  and  Resources,  and  Food.  The  Pacific 
War  Council  is  consultative  and  does  not  possess  executive  power. 
The  Combined  Chiefs  of  Staff,  indeed,  do  not  seem  to  have  the  ulti¬ 
mate  power  of  decision  and  the  British  members  are  not  the  ranking 
commanders. 


2.  United  States-Canadian; 


1940, 

1941, 


August 

May 

June 

November 


Permanent  Joint  Defense  Board 
Materials  Coordinating  Committee 
Permanent  Joint  Economic  Committee 
Joint  War  Production  Committee 


3.  United  States-United  Kingdom: 


1942,  January 


February 

March 

June 


Combined  Munitions  Assignment  Board 
Combined  Raw  Materials  Board 
Combined  Shipping  Adjustment  Board 
Combined  Chiefs  of  Staff 
Anglo-American  Caribbean  Commission 
Combined  Production  and  Resources  Board 
Combined  Food  Board 


4.  United  States-China: 

1942,  March  : 


Financial  Agreement 


5.  United  Nations: 

1941,  August 

1942,  January 


March 

April 


Atlantic  Charter 

Declaration  of  the  United  Nations;  Rio  de  Janeiro  Confer¬ 
ence  Resolution  XXXV  in  support  of  the  Atlantic 
Charter 

Pacific  War  Council 
Middle  East  Supply  Center 
Allied  Supply  Council  in  Australia 
Southwest  Pacific  Command 
South  Pacific  Command 


6.  Lend-Lease  Agreements: 

1942,  February  :  United  Kingdom 


June 


July 


September 


China 

USSR 

Belgium 

Poland 

Netherlands 

Greece 

Czechoslovakia 

Norway 

Yugoslavia 

Reciprocal  Lend-Lease  Agreements  with  Australia,  Fight¬ 
ing  France,  New  Zealand  and  the  United  Kingdom 
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It  is  probable  that  the  global  scale  of  hostilities  and  the  far-reaching 
character  of  total  war  have  impaired  or  invalidated  many  of  the 
rather  simple  concepts  of  unified  command  and  strategy  that  were 
valid  even  in  the  first  world  war.  There  must  in  practice  be  more 
devolution  of  authority  and  at  the  same  time  more  consultation 
and  committee  work  at  the  top  than  many  amateur  strategists  realize 
when  they  clamor  for  simple  unity  of  command.  The  organization 
of  command  in  a  war  of  this  character  is  a  task  of  tremendous  mag¬ 
nitude.  The  issues  of  the  war  hang  upon  it.  So  do  the  issues  of  peace. 
No  one  who  is  concerned  that  these  issues  be  decided  rightly  is  likely 
to  venture  rash  criticisms  or  suggestions. 

The  situation  may,  however,  be  summarized  somewhat  as  follows. 
The  pre-war  trading  system,  confused  and  disordered  by  the  break¬ 
down  of  its  directive  organs,  survives  both  on  the  side  of  business 
and  of  government.  On  top  of  it,  for  war  needs  there  has  been  im¬ 
posed  a  temporary  structure  of  war  trade  (and  investment)  between 
the  United  Nations.  This  temporary  trade  already  accounts  for  much 
more  than  half  the  exports  of  the  United  States  and  grows  steadily 
as  private  trade  shrinks.  At  last  report,  lend-lease  aid  from  the  United 
States  was  running  at  a  rate  equivalent  to  eight  billion  dollars  an¬ 
nually.^  Great  Britain  also  supplies  large  quantities  of  food,  equip¬ 
ment  and  munitions  to  other  members  of  the  United  Nations.  Such 
aid  does  not  follow  normal  trade  routes  or  utilize  established  business 
channels.  Its  strategy  is  determined  by  embryonic  organizations  in 
the  United  States  and  elsewhere  whose  decisions  are  necessarily  dic¬ 
tated  by  pressing  war  needs.  The  United  States  deals  with  its  allies 
separately  or  through  the  Combined  Committees  which  it  has  es¬ 
tablished  with  the  United  Kingdom.  The  urgent  needs  of  particular 
fronts  have  been  met  by  spot  decisions.  There  has  not,  as  yet, 
emerged  any  clear-cut  pattern  of  organization  designed  to  imple¬ 
ment  the  strategy  of  United  Nations  policy.  There  must  come  a 
time,  if  it  has  not  already  arrived,  when  there  will  be  need  to  develop 
such  organization  as  will  give  broader  scope  for  consultation  among 
all  the  United  Nations  and  will  depend  less  upon  personal  concentra¬ 
tion  of  power.  This  organization,  if  and  when  it  comes,  will  be  the 
organization  available  not  only  for  the  conduct  of  the  war,  but  also 
for  the  transition  from  war  to  peace. 

7.  For  October  1942,  at  the  rate  of  ii  billion  dollars. 
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The  Immediate  Problems  of  Peace 
(a)  Reoccupation 

As  modern  war  roots  more  deeply  into  economic  and  social  or- 
ganization,  the  outbreak  of  peace  presents  an  emergency  of 
the  most  drastic  character.  Necessarily  it  comes  suddenly.  The  es¬ 
sence  of  total  war  is  total  use  of  resources  for  war  purposes.  Until 
the  front  crumbles  and  rapid  disintegration  sets  in  behind  the  lines, 
there  may  be  not  only  in  appearance,  but  in  reality,  great  strength 
upon  which  the  enemy  may  call.  The  latest  campaign  in  Egypt,  if 
not  necessarily  a  prologue,  is  at  least  a  preview  of  the  manner  in 
which  might  can  tumble  down  in  rapid  confusion.  The  more  per- 
fecdy  organized  the  might,  the  worse  and  more  rapid  is  its  collapse 
when  the  organization  cracks. 

It  is  well,  therefore,  to  consider  the  stages  of  post-war  action  not 
as  the  gradual  unfolding  of  a  master  plan  for  peace  and  prosperity; 
but  as  a  succession  of  urgent  problems  to  be  tackled  and  emergency 
jobs  to  be  done.  After  the  battering  airfleets  and  tank  armies  have 
passed  over  the  battlefields,  the  salvage  and  reconstruction  corps 
must  follow.  Reoccupation  has  not  presented  unduly  complex  or  dif¬ 
ficult  problems  in  the  areas  first  recovered  from  the  enemy.  Ethiopia, 
Eritrea,  the  desert  sands  of  Egypt  and  Libya,  and  the  Solomon 
Islands  do  not  have  large  or  highly  organized  populations.  But  the 
campaign  in  North  Africa  has  already  presented  more  complicated 
problems  of  civilian  life.  Immediate  problems  must  be  solved  prag¬ 
matically — problems  of  policing,  feeding,  clothing,  sanitation,  shel¬ 
ter,  stamping  of  currency,  medical  services,  transport,  marketing, 
and  local  government.  The  conquering  armies  will  naturally  be  care¬ 
ful,  doubly  careful  in  densely  populated  areas,  to  retain  control  in 
their  own  hands,  subject  to  severe  military  law,  as  long  as  there  is 
any  risk  of  counter-action,  espionage  or  sabotage.  Each  of  the  armies 
will  train,  and  is  in  fact  now  training,  its  own  reoccupation  corps 
of  military  officers.  A  coalition  of  democratic  armies  faces  problems 
in  this  respect.  It  does  not  possess  the  great  and  unified  staff  of 
civilian  specialists  that  the  totalitarians  trained  in  peacetime.  Its 
armies  cannot  therefore  hand  over  the  economic  and  technical  prob¬ 
lems  of  a  reoccupied  area  to  an  organized  and  homogeneous  corps 
of  civilians  specially  trained  for  the  purpose.  The  Axis,  moreover, 
knew  what  it  wanted  from  the  territories  it  occupied  and  did  not 
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bother  greatly  about  the  local  puppet  governments.  But  the  United 
Nations  include  governments  now  in  exile  and  must  consider  care¬ 
fully  what  should  be  done  in  the  matter,  manner  and  extent  of  their 
recognition  and  eventual  restoration.  The  political  issues  that  have 
arisen  in  North  Africa  are  sufficient  evidence  of  the  delicacy  of  these 
problems. 

At  the  very  outset,  therefore,  the  lack  of  any  defined  and  declared 
United  Nations  policy  is  a  confusing  element  in  any  plans  for  re¬ 
occupation  and  reconstruction.  Each  government  in  exile  is  naturally 
planning  for  the  day  when  it  will  again  exercise  effective  power  in 
its  homeland.  Exiled  groups  from  other  countries  offer  plans  for  the 
reoccupation  of  their  homelands  and  even  in  certain  cases  ask  for 
recognition.  There  is  no  agreement  as  to  the  kind  of  occupation  to 
be  prepared  in  areas  at  present  occupied  by  the  enemy;  the  problems 
of  those  areas  are  often  confused  by  discussion  of  occupation  plans 
aimed  primarily  at  the  Axis  countries  themselves.  No  authoritative 
policy  has  been  laid  down  as  to  the  treatment  of  the  Axis  countries. 
Nor  is  there  as  yet  any  definite  policy  concerning  the  extent  to 
which,  and  the  terms  on  which,  national  sovereignty  will  be  restored 
to  friendly  and  allied  governments. 

The  promulgation  of  United  Nations  reoccupation  plans  and  poli¬ 
cies  may  perhaps  be  premature  until  there  is  more  definite  prospect 
for  effective  reoccupation.  Preparation  of  such  plans  for  publication 
at  the  right  time  is,  however,  an  important  aspect  of  political  war¬ 
fare.  It  is  improbable  that  well-considered  plans  can  be  prepared 
unless  there  is  a  prior  organization  of  United  Nations  political  insti¬ 
tutions.  For  the  military  effort,  as  well  as  for  purposes  of  political 
warfare,  and  ultimately  for  longer-range  reconstruction  purposes,  a 
first  step  in  the  organization  of  peace  out  of  war  would  seem  to  be 
a  rationalization  of  United  Nations  cooperation.  At  present  this  con¬ 
sists  of  a  nucleus  of  joint  or  combined  committees — United  Kingdom- 
United  States,  Canadian-United  States,  Mexican-United  States,  Cu¬ 
ban-United  States  and  Inter- American — supplemented  by  diplomatic 
contacts.  There  has  as  yet  been  no  attempt  to  build  an  institutional 
framework  of  cooperation  on  the  United  Nations  declaration  of 
January  i,  1942.  A  United  Nations  War  Council  with  subordinate 
specialist  committees  and  staffs  to  serve  them,  incorporating  the  com¬ 
mittees,  commissions  and  boards  already  set  up  on  bilateral  and  re- 
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gional  lines,  is  needed  to  lay  down  broad  principles  of  action  in  the 
war  and  postwar  period.  These  principles  need  not,  and  probably 
cannot,  be  elaborated  in  detail  or  aimed  at  particular  regions  not  yet 
occupied.  But  the  mere  setting  up  of  machinery,  the  assembling  of 
nuclear  staffs,  and  the  announcement  of  general  principles,  would 
be  an  important  forward  step.  It  need  not  cause  dissipation  of  effort 
or  distract  attention  from  the  primary  aim  of  winning  the  war,  since 
it  would  be  merely  a  rationalizing  and  grouping  of  what  are  now 
independent  and  uncoordinated  efforts. 

The  growing  number  of  bilateral  and  regional  agreements  among 
the  United  Nations  is  evidence  of  the  need  for  open,  concerted  plan¬ 
ning  of  multilateral  agreements.  The  list  already  includes  the  Polish- 
Czech  agreement  of  January  25,  1942;  Anglo-Soviet  agreements 
of  July  12,  1941  and  June  ii,  1942;  the  Soviet-Polish  agreements  of 
July  30  and  December  4,  1941;  the  joint  declarations  of  Czechoslo¬ 
vakia,  Greece,  Poland  and  Yugoslavia  on  November  5,  1941  and 
January  14,  1942;  the  Greek-Yugoslav  agreement  of  January  15,  1942 
and  the  Treaty  of  Alliance  between  the  United  Kingdom,  the  USSR 
and  Iran  on  January  29,  1942.  Of  these  the  most  important  are 
the  Polish-Czech  agreement  which  contemplates  a  close  alliance 
amounting  to  a  virtual  customs  union  and  the  Anglo-Soviet  Treaty 
of  June  II,  1942  which  was  concluded  for  a  twenty-year  period.  It  is 
evident  that  the  further  multiplication  of  such  bilateral  treaties  may 
go  far  to  settle  boundary  and  jurisdictional  problems  in  ways  that 
will  be  hard  to  adjust  to  a  multilateral  settlement  when  the  war  ends. 

(b)  Relief  and  Rehabilitation 

The  very  real  problems  of  organizing  relief  and  rehabilitation  in 
areas  at  present  occupied  and  plundered  by  the  enemy  present  still 
more  striking  illustrations  of  the  need  for  concerted  planning  and 
action  among  the  United  Nations.  As  early  as  September  24,  1941, 
before  the  United  States  was  drawn  into  the  war,  an  Inter-govern¬ 
mental  Bureau  was  set  up  at  London  under  the  chairmanship  of 
Sir  Frederick  Leith-Ross.  Each  of  the  European  governments-in- 
exile  has  set  up  a  planning  organization  and  estimates  have  been 
made  and  are  being  kept  up-to-date  of  the  probable  needs  of  each 
of  those  countries  for  immediate  relief  when  the  war  ends.  There  is 
as  yet  no  comparable  preparation  in  other  and  more  necessitous  areas 
such  as  the  Near  East  and  the  Far  East. 
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In  the  nature  of  the  case  these  estimates,  even  when  made  with 
great  care  and  skill,  must  be  hypothetical.  The  time  of  year  at  which 
relief  must  be  undertaken,  the  extent  of  relief  that  will  be  necessary, 
the  standards  of  consumption  to  be  aimed  at,  must  be  estimated  in 
each  case.  Certain  facts  are  already  evident.  If  the  British  rationing 
standard  is  taken  as  a  guide,  its  application  to  the  countries  in  need 
of  relief  will  involve  the  continuation  of  some  measure  of  rationing 
in  the  surplus  producing  countries,  and  the  introduction  of  ration¬ 
ing  in  some  of  them,  particularly  the  United  States.  The  accumula¬ 
tion  and  transport  of  the  goods  needed  to  achieve  even  this  mini¬ 
mum  standard  (which  ought  probably  to  be  supplemented  for  popu¬ 
lations  which  have  undergone  privation  for  years)  will  put  a  severe 
strain  on  available  shipping  and  an  even  greater  strain  on  port  facil¬ 
ities  that  have  been  bombed,  harbors  that  have  silted  up,  water¬ 
ways,  railways  and  roads  that  have  deteriorated  or  been  wrecked. 
Difficult  as  these  problems  may  appear  in  Europe,  they  are  likely 
to  be  worse  in  Asia. 

It  is  not  merely  a  question  of  food  supplies,  but  of  the  right  kinds 
of  food,  in  the  right  priorities,  and  delivered  to  the  proper  places. 
Moreover,  in  addition  to  food  there  is  a  long  list  of  essential  short¬ 
ages — vaccines,  sera,  disinfectants,  fertilizers,  seeds,  eggs,  live  stock, 
textiles,  warm  clothing,  repair  equipment,  raw  materials— which  must 
be  suited  to  each  climate  and  environment.  Relief  cannot  be  merely 
the  provision  of  charitable  soup-kitchens  for  needy  and  suffering 
people.  It  must  be  a  means  of  enabling  them  to  feed  themselves 
and  get  back  to  self-respecting  livelihood  along  the  lines  most  suitable 
to  their  environment.  Relief  therefore  merges  insensibly  into  re¬ 
construction.  For  a  country  like  Belgium,  to  take  one  example,  the 
best  form  of  relief  is  likely  to  be  an  opportunity  to  contribute  to  the 
reconstruction  of  other  areas  like  China. 

Epidemics  are  naturally  to  be  feared.®  War,  famine  and  pestilence 
have  always  gone  together.  The  control  of  epidemics,  however,  pre¬ 
sents  a  very  broad  problem  of  public  health.  Ample  supplies  of 
medical  equipment — sera,  vaccines  and  disinfectants — are  obviously 
needed;  but  perhaps  the  best  defences  against  infection  are  adequate 
nutrition,  warm  shelter  and  clothing,  pure  water  supplies  and  effi- 

8.  Cf.  Melville  D,  Mackenzie,  Medical  Relief  in  Europe,  Oxford  University  Press, 
1942. 
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cient  sanitation.  In  order  to  limit  the  danger  o£  virulent  infections 
sweeping  around  the  world,  much  more  than  medical  equipment  is 
needed.  Only  a  sound  civic  organization,  based  solidly  upon  efficient 
economic  organization,  yielding  good  living  standards,  can  assure 
the  social  conditions  necessary  to  keep  great  and  closely  crowded 
urban  populations  in  good  health.  The  medical  aspects  of  relief, 
therefore,  cannot  be  dissociated  from  the  more  general  problems  of 
economic  reconstruction. 

This  reflection  is  forced  upon  one  at  every  turn.  Social  organiza¬ 
tion  is  a  close-knit  whole.  To  get  food  to  starving  populations,  it  is 
necessary  to  reopen  the  means  of  transport  and  communication. 
The  American  Red  Cross  in  Poland  soon  after  the  war  began  found 
its  relief  activities  gravely  hampered  by  a  shortage  of  typewriters 
and  a  wrecked  telephone  system.  Silted  ports  need  dredges,  bombed 
docks  need  to  be  repaired  and  to  have  their  cranes  replaced,  tele¬ 
phone  and  telegraph  systems  need  copper  wire,  mica,  and  a  score 
of  other  scarce  raw  materials.  Trains  cannot  run  without  coal.  Roll¬ 
ing  stock,  locomotives  and  permanent  ways  need  materials  and 
skilled  labor  for  repairs.  The  very  soil  is  impoverished  in  many 
areas,  its  drainage  systems  ruined,  its  nutritional  balance  destroyed 
by  predatory  farming  and  lack  of  fertilizers. 

It  is  a  wholly  inadequate  view,  therefore,  to  look  upon  relief  as 
a  sort  of  charitable  distribution  of  food  over  a  relatively  brief  period 
at  the  close  of  hostilities.  Relief  organizations  soon  find  themselves 
struggling  with  much  wider  problems  of  economic  and  political  re¬ 
organization.  Nothing  effective  can  be  achieved  unless  there  is  a  firm 
organization  of  local  government.  Monetary  inflation,  if  allowed  to 
get  out  of  hand,  will  quickly  wreck  the  best-laid  schemes  of  food 
production  and  distribution. 

The  provision  of  food  and  other  forms  of  relief  is  not  only  urgent. 
It  is  also  the  most  promising  point  of  entry  for  further  action  in  re¬ 
construction  since  it  involves  commodity  control,  the  freeing  of 
trade  channels,  the  raising  of  living  standards  and  action  to  hasten 
economic  development.  A  United  Nations  Food  Council  could  do  a 
great  deal  to  prepare  the  way  for  world  economic  reorganization. 

The  true  line  of  effective  organization  would  seem  to  be  fulfil¬ 
ment  of  the  commitment  made  in  the  master,  and  all  subsequent, 
lend-lease  agreements,  to  negotiate  further  implementation  of  article 


25 


VII.  Some  working  machinery  of  exchange  stabilization  and  freer 
trade,  supplemented  by  commodity  control  agreements  and  in  due 
course  by  planned  economic  development  on  an  international  scale, 
would  enable  the  relief  organization  to  function  efficiently  through 
instruments  which  could  be  developed  into  permanent  machinery 
of  international  economic  cooperation.  Outside  of  such  a  setting, 
relief  is  likely  once  again,  as  after  the  last  war,  to  be  a  fleeting 
episode,  the  admirable  effects  of  which  are  doomed  quickly  to  be 
swallowed  up  in  chaotic  economic  and  monetary  upheavals. 


The  Implementation  of  Article  VII 

TT^ach  of  the  lend-lease  agreements  copies  the  phrasing  of  article 
VII  of  the  agreement  signed  by  the  United  Kingdom  and  the 
United  States  on  February  23,  1942.  The  relevant  phrases  of  the 
article  run  as  follows: 

“In  the  final  determination  of  the  benefits  .  .  .  the  terms  and 
conditions  thereof  shall  be  such  as  not  to  burden  conrunerce  be¬ 
tween  the  two  countries,  but  to  promote  mutually  advantageous 
economic  relations  between  them  and  the  betterment  of  world¬ 
wide  economic  relations.  To  that  end,  they  shall  include  pro¬ 
vision  for  agreed  action  .  .  .  open  to  participation  by  all  other 
countries  of  like  mind,  directed  to  the  expansion  by  appropriate 
international  and  domestic  measures,  of  production,  employ¬ 
ment  and  the  exchange  and  consumption,  of  goods,  which  are 
the  material  foundations  of  the  liberty  and  welfare  of  all  peoples; 
to  the  elimination  of  all  forms  of  discriminatory  treatment  in 
international  commerce,  and  to  the  reduction  of  tariffs  and 
other  trade  barriers;  and,  in  general,  to  the  attainment  of  all 
the  economic  objectives  set  forth  in  the  (Atlantic  Charter). 

“At  an  early  convenient  date,  conversations  shall  be  begun 
between  the  two  Governments  with  a  view  to  determining,  in 
the  light  of  governing  economic  conditions,  the  best  means  of 
attaining  the  above-stated  objectives  by  their  own  agreed  action 
and  of  seeking  the  agreed  action  of  other  like-minded  Govern¬ 
ments.” 

It  is  apparent  that  this  passage  incorporates  two  aims,  the  settle¬ 
ment  to  be  made  for  lend-lease  aid  and  the  utilization  of  that  settle- 
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ment  to  achieve  the  economic  purposes  of  the  United  Nations.  It  is 
convenient  to  separate  the  discussion  of  these  aims. 

In  the  first  place,  it  is  clear  from  the  language  of  the  original 
act^  as  well  as  from  certain  explicit  passages  in  the  President’s  Re¬ 
port  to  Congress  dated  March  ii,  1942^*^  that  there  never  has  been 
any  intention  to  make  a  narrow  calculation  of  the  benefits  to  be 
returned  for  lend-lease  aid.  A  further  statement  was  made  in  the 
President’s  Report  to  Congress  dated  June  ii,  1942,  as  to  the  prin¬ 
ciples  that  may  be  followed  in  the  ultimate  settlement.^  ^  The  only 
logical  interpretation  of  this  latter  statement  would  seem  to  be  that 
all  lend-lease  aid  actually  used  in  prosecution  of  the  war — ships  that 
have  been  sunk,  planes  that  have  crashed,  shells  that  have  been  fired, 
food  that  has  been  eaten,  clothing  that  has  been  worn  and  materials 
that  have  been  consumed — will  be  written  off  against  the  contribu¬ 
tion  that  has  been  made  by  the  recipients  to  the  common  war  effort. 
There  can  be  no  statistical  or  financial  calculation  of  the  value  of 
goods  supplied  compared  with  lives  lost  and  privations  accepted. 

9.  “The  terms  and  conditions  upon  which  any  such  foreign  government  receives 
any  aid  .  .  .  shall  be  those  which  the  President  deems  satisfactory,  and  the  benefit  to 
the  United  States  may  be  payment  or  repayment  in  kind  or  property,  or  any  other 
direct  or  indirect  benefit  which  the  President  deems  satisfactory  ” 

10.  “Under  the  British  agreement,  the  United  States  receives  several  kinds  of  direct 
benefit  in  return  for  its  aid  to  Britain. 

“The  first,  both  before  our  entry  into  the  war,  and  emphatically  since  December  7, 
1941,  is  the  military  contribution  to  American  security  which  flows  from  the  con¬ 
tinued  British  fight  against  the  Axis.  .  .  . 

“The  second  ...  is  the  increased  flow  of  reciprocal  aid  which  we  are  receiving 
from  Britain  and  the  other  members  of  the  British  Commonwealth  of  Nations.  .  .  . 

“The  third  ...  is  an  understanding  with  Britain  (and  prospectively  with  other 
of  our  allies)  as  to  the  shape  of  future  commercial  and  financial  policy.  .  .  .” 

11.  “The  real  costs  of  the  war  cannot  be  measured,  nor  compared,  nor  paid  for  in 
money.  They  must  and  are  being  met  in  blood  and  toil.  But  the  financial  costs  of  the 
war  can  and  should  be  met  in  a  way  which  will  serve  the  needs  of  lasting  peace  and 
mutual  economic  well-being. 

“All  the  United  Nations  are  seeking  maximum  conversion  to  war  production  in 
the  light  of  their  special  resources.  If  each  country  devotes  roughly  the  same  fraction 
of  its  national  production  to  the  war,  then  the  financial  burden  of  war  is  distributed 
equally  among  the  United  Nations  in  accordance  with  their  ability  to  pay.  And  al¬ 
though  the  nations  richest  in  resources  are  able  to  make  larger  contributions,  the 
claim  of  war  against  each  is  relatively  the  same.  Such  a  distribution  of  the  financial 
costs  of  war  means  that  no  nation  will  grow  rich  from  the  war  effort  of  its  allies.  The 
money  costs  of  the  war  will  fall  according  to  the  rule  of  equality  in  sacrifice,  as  in 
effort.”  (Fifth  Report  to  Congress  on  Lend-Lease  Operations  For  the  Period  Ended 
June  II,  1942,  pp.  22-3). 
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This  applies  both  ways,  to  the  lend-lease  aid  given,  and  to  the  re¬ 
ciprocal  lend-lease  aid  received  by,  the  United  States. 

There  will  still  remain,  it  is  clear,  two  major  categories  of  un¬ 
expended  aid.  The  first  category  will  be  the  dumps  of  munitions, 
parks  of  airplanes  and  guns,  the  stocks  of  food  and  ships  remaining 
afloat  at  the  war’s  end.  These  can  be  returned  or  paid  for  if  retained 
upon  some  basis  later  to  be  negotiated.  The  second  and  more  im¬ 
portant  category  will  be  the  lend-lease  equipment  that  has  been  used 
to  construct  works  of  a  permanent  or  semi-permanent  character, 
such  as  those  referred  to  incidentally  in  the  President’s  Report  of 
March  ii,  1942.^^  Negotiations  will  be  necessary  to  settle  the  pay¬ 
ments  ultimately  to  be  made  for  this  equipment.  While  these  nego¬ 
tiations  will  be  hard-headed  and  realistic,  they  ought  not  to  be  al¬ 
lowed  to  cause  such  transfer  difficulties  as  resulted  from  the  debt 
settlements  after  the  last  war.  This  is  particularly  to  be  expected 
since  the  spirit  of  the  negotiations  is  to  be  that  of  expanding  multi¬ 
lateral  trade.  The  major  interest  of  the  projected  negotiations  in 
pursuance  of  article  VII  is  to  be  found  therefore  in  the  attempt  to 
construct  a  workable  system  of  international  trade  and  finance  after 
the  war. 

In  turning  to  this  second  aim  of  the  negotiations  it  is  advisable 
to  continue  the  approach  by  way  of  post-war  problems  to  be  en¬ 
countered.  The  first  of  these,  held  in  abeyance  while  the  war  lasts 
and  international  financial  payments  are  largely  displaced  by  the 
exchange  of  goods  on  lend-lease,  will  be  the  problem  of  monetary 
stability.  It  may  be  that  for  a  time,  at  least  during  the  first  emergency 
period  of  reoccupation  and  relief,  lend-lease  shipments  will  continue 
as  inter-allied  financial  assistance  continued  after  the  armistice  of 
November  ii,  1918.  It  is  improbable  that  food  and  emergency  sup¬ 
plies  can  be  rushed  in  to  stricken  areas  quickly  and  amply  enough 
unless  this  is  done.  But  there  will  soon  arise  the  need  for  more 

12.  “On  the  China  route,  lend-lease  is  enlarging  the  facilities  of  a  number  of  Indian 
ports,  .  .  .  Lend-Lease  has  also  helped  to  pave  the  road  to  Russia,  Unloading,  storage 
and  assembly  factories  are  being  expanded  on  the  Persian  Gulf,  and  from  there  the 
railroad  through  Iran  to  the  Caspian  Sea  is  being  improved.  Locomotives  and  trucks 
are  also  being  sent  to  ease  Russia’s  internal  transportation  problems.  In  keeping  with 
the  pooling  principle,  many  Australian  locomotives  also  were  transferred  to  the  Middle 
Eastern  routes  to  Russia  when  German  invasion  made  the  Soviet’s  needs  imperative, 
“Other  needed  equipment  has  been  sent  to  other  areas.  The  Middle  East  and 
Australia  arc  being  supplied  with  trucks,  locomotives,  assembly  depots,  and  storage 
facilities,” 
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permanently  satisfactory  means  of  settling  international  payments 
and  this  will  at  once  cause  great  and  serious  problems  of  public  fi¬ 
nance  and  monetary  stability,  differing  widely  from  country  to 
country  and  therefore  causing  prospective  strain  on  the  exchange 
rates.  Among  the  first  problems  of  post-war  trading  organization, 
therefore,  will  be  those  of  exchange  stabilization,  including  the  rates 
at  which  stabilization  is  to  be  attempted. 

A  wider  and  more  complex  problem,  however,  immediately  arises. 
Exchange  stabilization  depends  essentially  upon  effective  balancing 
of  international  payments.  If  there  is  a  freely  moving  and  large 
volume  of  payments  both  ways,  offsetting  imports  by  exports,  it  is 
relatively  easy  to  handle  the  financial  transfers  involved  and  to  keep 
the  exchange  rates  stable.  As  the  discussion  below  will  indicate  it  is 
very  important  that  national  demobilization  programs  shall  not  be 
complicated  by  sudden  and  violent  strains  on  the  exchange  rates. 
To  keep  a  great  volume  of  trade  moving  smoothly  at  a  time  when 
production  costs  and  price  levels  are  as  badly  out  of  equilibrium 
between  the  trading  countries  as  they  are  likely  to  be  at  the  end  of 
the  war,  is  no  easy  task.  In  restoring  freer  trade,  it  must  be  re¬ 
membered  also  that  many  of  the  war-time  purchasing  agreements, 
development  contracts  and  price  agreements  will  outlast  the  war 
and  will  need  to  be  incorporated  in  the  post-war  trading  system. 

This  leads  by  a  natural  progression  from  the  monetary  and  trad¬ 
ing  systems  to  the  problem  of  commodity  production  and  price  con¬ 
trols.  The  virtues  of  competition  and  freer  trade  are  many;  but  what 
responsible  government  can  contemplate  letting  free  competition 
loose  on  a  market  where  synthetic  rubber  costs  about  25  cents  and 
natural  rubber  is  purchased  on  long  contracts  up  to  50  cents,  but  can 
probably  be  produced  on  Far  Eastern  plantations  at  costs  as  low  as 
10  or  even  5  cents  per  pound?  If  it  were  not  for  wartime  controls 
we  should  already  be  vividly  aware  of  the  discrepancies  between 
surplus  production  in  some  areas  and  shortages  of  essential  com¬ 
modities  in  others.  To  restore  a  free  flow  of  trade  and  in  doing  so 
to  smooth  out  the  worst  of  these  discrepancies  without  allowing 
"violent  price  fluctuations  to  cause  first  inflation  and  then  sudden 
deflation,  means  that  controls  must  be  continued.  Judicious  stock¬ 
piling  and  prices  calculated  to  discourage  the  accumulation  of  new 
■surpluses  may  be  conceived  to  smooth  over  the  transition;  but  to 
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execute  such  policies  new  organs  of  international  control  are  needed. 

Moreover,  it  is  unrealistic  to  believe  that  commodity  controls  of 
this  character  can  be  constructively  managed  unless  there  is  a  well 
conceived  long-range  planning  of  the  international  division  of  labor. 
Such  planning  is  not  a  new  fetish.  It  used  to  be  called  free  enterprise 
— the  anticipation  and  planning  of  production  for  future  needs.  In 
the  modern  world  government  has  a  larger  hand  in  such  enterprise 
and  it  must  be  coordinated  in  a  more  conscious  way  and  on  a  world 
scale.  This  leads  inevitably  to  the  belated  realization  of  the  truth 
economists  have  long  urged,  that  prosperity  forms  the  body,  if  com¬ 
petition  is  the  soul,  of  trade.  There  are  two  major  aspects  of  coor¬ 
dinated  planning  for  prosperity—the  smoothing  out  of  cyclical  fluc¬ 
tuations  which  is  largely,  but  not  wholly,  a  matter  of  coordinated 
monetary  policies  among  the  nations,  and  a  long-run  program  of 
economic  development  designed  to  raise  living  standards  and  in¬ 
crease  production  and  purchasing  power  in  hitherto  industrially 
backward  areas. 

It  is  not  suggested  that  institutions  can  be  created  and  policies 
launched  that  can  begin  overnight  to  develop  programs  of  this  char¬ 
acter.  These  are  long-range  projects  for  the  future.  But  in  the  mean¬ 
time,  a  broadened  and  rationalized  collaboration  between  the  United 
Nations  is  necessary  for  the  war  eflFort,  When  the  war  ends  the  in¬ 
stitutions  of  that  collaboration  will  be  invaluable  in  coping  with  the 
stresses  and  strains  of  the  changeover  from  war  to  peace.  In  handUng 
these  transitional  and  emergency  problems,  they  are  capable  of  lay¬ 
ing  the  foundations  of  an  orderly  and  expanding  prosperity  for  the 
future.  Negotiations  for  the  implementation  of  article  VII  might 
well  have  this  perspective  in  mind;  but  their  immediate  purpose 
must  surely  be  to  create  a  framework  of  United  Nations  (not  merely 
Anglo-American)  institutions  capable  of  working  out  cooperative 
and  coordinated  solutions  of  the  problems  that  are  as  yet  unpre¬ 
dictable  but  will  become  urgent  in  the  post-war  emergency. 


Organs  of  United  Nations  Cooperation 

IN  outlining  a  conceivable  framework  of  United  Nations  organ¬ 
ization  account  should  be  taken  of  the  existence  and  accumulated 
experience  of  already  existing  institutions,  both  national  and  inter¬ 
national.  What  is  involved  is  a  process  of  rationalization  and  re- 
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orientation  rather  than  creation  de  novo.  Certain  functioning  ar¬ 
rangements  such  as  the  supporting  Combined  Boards  of  the  Anglo- 
American  Combined  Chiefs  of  Staff  appear  to  be  the  most  likely 
growing  points  capable  of  being  transformed  into  more  representa¬ 
tive  organs  of  United  Nations  cooperation.  Other  arrangements, 
such  as  the  various  Inter- American  committees  and  the  projected 
Inter-American  Bank,  might  well  become  effective  regional  institu¬ 
tions.  The  structure  must  probably  be  completed  by  the  addition  of 
new  pieces  in  hitherto  neglected  fields;  but  the  process  is  primarily 
one  of  regrouping  existing  personnel,  extending  and  re-defining 
responsibilities  and  coordinating  relationships  between  the  various 
organs  of  cooperation  that  are  already  hard  at  work  in  the  war  effort. 

It  is  to  be  remembered  also  that  there  remain  important  and  valu¬ 
able  international  organs  from  the  pre-war  period.  Some  of  these, 
like  the  Rome  Institute  of  Agriculture,  were  never  very  effective 
organs  and  must  probably  be  replaced  by  more  adequate  institutions 
such  as  the  Food  Council  suggested  above.  Others  however  are 
very  much  alive.  The  various  technical  organizations  of  the  League 
of  Nations,  particularly  the  Economic  and  Financial,  Fiscal  and 
Transit  Organization,  the  Health  Section,  and  the  Opium  Section 
embody  invaluable  experience  and  are  staffed  by  specialists  whose 
knowledge  ought  not  to  be  lost.  There  is  a  good  case  for  incorporat¬ 
ing  these  groups  of  technically  trained  and  experienced  personnel 
in  the  new  United  Nations  organization.  The  Bank  for  International 
Settlements,  with  its  trained  staff  and  accumulated  technique  is  in  a 
somewhat  different  category.  It  survives  as  an  institution  because  it 
is  a  bank  with  its  own  capital;  but  its  original  functions  have  dis¬ 
appeared  and  it  was  in  fact  little  used  as  an  international  monetary 
regulator.  Its  experience,  and  above  all  its  staff,  ought  not  to  be  lost; 
but  its  usefulness  as  an  institution  is  at  least  questionable  and  some 
new  monetary  organ  must  probably  take  its  place. 

The  International  Labor  Organization  stands  in  a  class  apart,  if 
only  because  the  United  States  is  a  full  and  active,  if  not  the  most 
active,  member-state  at  the  moment,  and  because  it  is  functioning 
effectively  in  Latin  America.  The  scope  of  its  operations,  however, 
is  a  moot  question.  In  the  field  of  labor  legislation — wages,  hours, 
working  conditions,  social  security,  employment, — it  has  played  and 
still  plays  a  constructive  role.  Behind  all  these  aspects  of  social  legis- 
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lation,  however,  lie  the  economic  problems  of  stable  and  expanding 
production.  The  International  Labor  Organization,  with  its  tripartite 
representation  of  employers,  organized  labor  and  governments,  obvi¬ 
ously  has  much  to  contribute  to  a  solution  of  the  broad  economic 
problems  of  the  demobilization  and  reconstruction  period.  It  has 
paid  increasing  attention  in  recent  years  to  such  questions  as  nutri¬ 
tion,  public  works,  and  cyclical  fluctuations;  but  it  is  obvious  that 
its  interest  in  these  fields  must  be  carefully  articulated  with  the 
work  of  the  United  Nations  institutions  entrusted  with  specific 
monetary  and  economic  functions. 

In  the  light  of  the  problems  sketched  in  the  preceding  section,  it 
is  suggested  that  at  least  the  following  institutional  arrangements 
are  needed  and  should  be  set  up  in  the  very  near  future. 

(a)  United  Nations  Monetary  Organization 

There  is  urgent  need  for  some  institution  which  will  do  in  the 
20th  century  what  the  London  Money  Market  did  in  the  19th,  act  as 
an  equilibrating  or  regulating  monetary  authority.  It  should  be  a 
monetary,  not  a  financial,  institution,  designed  primarily  to  act  as  a 
clearing-house  of  international  payments,  and  a  stabilizing  influence 
in  the  foreign  exchange  markets.  Its  main  purpose,  therefore,  would 
be  to  assist  national  monetary  authorities  in  keeping  their  currencies 
liquid  and  their  exchange  rates  free  of  external  pressure.  In  order  to 
function  effectively  the  United  Nations  Monetary  Organization 
should  be  endowed  with  substantial  liquid  assets.  It  could  make 
really  effective  use  of  a  gold  fund  of  say  five  billion  dollars,  out  of 
which  it  could  lend  needed  gold  reserves  to  depleted  national  cur¬ 
rency  systems.  This  is  a  pure  matter  of  convenience.  The  objective 
is  primarily  to  establish  a  multilateral  clearing  system. 

Any  liquid  assets  would  serve  the  purpose.  The  best  of  all  would 
be  dollars,  the  currency  the  whole  trading  world  needs  most.  But 
three  simple  facts  make  it  likely  that  gold  will  be  used  again  as  a 
convenient  means  of  settling  international  balances.  The  United 
States  has  over  80  per  cent  of  the  total  gold  stock  of  the  world  and 
no  use  for  it  except  for  monetary  purposes.  The  British  Empire  pro¬ 
duces  each  year  about  three-fourths  of  the  new  gold  dug  from  the 
mines  and  needs  the  foreign  exchange  gained  by  selling  it.  And 
every  country  in  Europe  and  Asia  which  has  suffered  from  inflation 
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caused  by  excessive  issues  of  paper  money  and  bank  credit  will 
want  to  get  back  to  a  solid  gold  backing  for  its  monetary  system. 
After  an  orgy  of  paper  notes  China  may  well  function  again  as  “a 
sink  for  the  world’s  precious  metals.” 

The  first  task  confronting  the  United  Nations  Monetary  Organ¬ 
ization  will  be  to  free  the  national  monetary  system  of  the  dead¬ 
weight  of  war  dislocations.  Even  London,  the  classic  home  of  free 
monetary  transactions,  is  loaded  with  blocked  balances  owed  on 
current  trading  account  to  its  suppliers  of  war  materials  all  over  the 
world.  It  can  hardly  open  its  money  market  to  free  transactions  in 
payment  of  normal  post-war  trade  requirements  as  long  as  this  ac¬ 
cumulation  of  past  trading  debts  is  liable  to  be  drawn  upon  suddenly 
either  by  demands  for  exchange  to  pay  for  exports  or  by  sales  of 
sterling.  The  market  must  be  made  liquid  again  by  some  method 
of  handing  over  these  blocked  sterling  balances  to  an  international 
institution  capable  of  nursing  them  till  they  can  be  redeemed  over  a 
long  period.  The  United  Nations  Monetary  Organization  should 
probably  set  up  a  department  or  sub-institution  to  take  over  these 
balances,  supplying  gold  or  foreign  exchange  in  return  so  that  the 
British  can  begin  to  trade  on  a  current  payment  basis  again.  Then 
as  British  prosperity  returns  the  balances  can  be  redeemed  by  regu¬ 
lar  repayments.  Every  country  occupied  by  the  Nazis  will  have  this 
problem  in  an  acute  and  opposite  form  since  their  monetary  systems 
have  been  swept  bare  of  liquid  assets  and  all  they  have  to  show  are 
blocked  balances  in  Berlin  that  may  be  worthless  when  the  war 
ends.  Monetary  disorganization  in  China  has  already  reached  the 
preliminary  stages  of  hyper-inflation.  The  first  task  of  the  United 
Nations  Monetary  Organization,  therefore,  must  be  to  create  an 
Assets  Realization  Board  buying  with  its  gold  or  dollar  assets  the 
blocked  balances  that  otherwise  would  inhibit  the  restoration  of 
freely  functioning,  liquid  national  monetary  systems  capable  of 
handling  the  payments  for  the  freely  flowing  trade  that  is  essential 
in  the  relief  and  reconstruction  effort. 

At  the  same  time  the  United  Nations  Monetary  Organization 
should  create  and  operate  a  Stabilization  Fund  designed  to  absorb 
temporary  pressures  upon  the  exchange  rates.  Such  a  fund,  operated 
by  such  a  powerful  international  institution,  would  be  an  effective 
deterrent  to  destructive  speculative  raids  on  weak  national  currencies 
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and  an  equally  effective  stimulus  to  national  confidence  in  such 
currencies.  It  cannot  save  them  from  depreciation  unless  the  ex¬ 
change  rates  are  well  chosen  and  national  economic  policies  are  ef¬ 
fectively  coordinated.  If  these  conditions  are  fulfilled,  the  Stabiliza¬ 
tion  Fund  can  fulfill  the  inactive  but  vital  function  of  a  policeman 
in  a  law-abiding  community. 

It  follows  that  one  of  the  first  concerns  of  the  United  Nations 
Monetary  Organization  must  be  to  determine  the  appropriate  ex¬ 
change  rates  between  the  leading  currencies.  If  this  problem  were 
approached  as  a  multilateral  analysis  of  the  relative  values  of  all  the 
world’s  currencies,  it  would  be  insoluble.  The  facts  are  not  known 
and  the  processes  of  exchange  depreciation  are  not  sufficiently  under¬ 
stood  for  any  banker  or  economist  to  solve  this  indeterminate  series 
of  equations.  But  no  such  approach  is  necessary.  The  most  practical 
and  important  step  to  take  is  to  peg  the  leading  currencies  at  least 
provisionally,  and  to  maintain  the  present  pegging  of  the  subordi¬ 
nate  currencies  upon  the  leaders.  The  essential  rate  to  determine  is 
the  dollar-sterling  rate.  The  sterling  area  currencies  are  pegged  on 
the  pound,  and  there  is  virtually  a  dollar  area  also  which  may  well 
be  greatly  extended  at  the  war’s  end. 

The  first  step  should  probably  be  for  the  United  States  and  Britain 
to  reaffirm  the  principles  of  the  Tripartite  Monetary  Declaration  of 
September  1936  and  invite  the  adherence  of  the  other  United  Na¬ 
tions  to  its  undertakings.  These  are  broadly  to  aim  at  preserving 
exchange  stability,  to  consult  before  any  alteration  of  existing  rates, 
and  upon  the  basis  of  exchange  stability  to  follow  policies  of  freer 
multilateral  trade. 

The  present  dollar-sterling  rate  has  been  pegged  since  the  out¬ 
break  of  the  war.  Its  stability,  however,  does  not  connote  that  inter¬ 
national  payments  are  in  equilibrium  between  the  two  countries. 
When  lend-lease  shipments  taper  off  after  the  war  and  increased 
British  imports  must  be  paid  for,  it  is  very  possible  that  there  may 
be  pressure  on  the  dollar  value  of  sterling.  No  one  can  estimate  in 
advance  what  rate  will  prove  to  be  an  equilibrium  rate.  The  ratio 
between  British  and  American  costs  of  production,  the  British  im¬ 
port  demands  and  export  outlets,  and  their  American  counterparts, 
the  unknown  possibilities  of  capital  movements  and  many  other 
factors  cannot  be  estimated.  The  respective  national  monetary  au- 
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thorities,  working  in  cooperation  through  the  United  Nations  insti¬ 
tution,  must  test  the  market  carefully  before  they  can  determine 
what  rate  can  be  maintained  at  a  workable  equilibrium. 

It  is  these  facts  which  make  the  creation  of  international  machin¬ 
ery  necessary.  No  one  can  predetermine  policies;  but  it  is  possible 
to  establish  in  advance  a  working  mechanism  capable  of  handling 
the  unforeseen  problems  as  they  arise.  If  the  dollar-sterling  rate  can 
be  held  firmly  and  finally  adjusted  by  consent  to  a  workable  parity, 
the  subordinate  currencies  can  be  held  stable  around  this  peg  and  in 
this  way  a  large  area  of  the  world’s  trade  can  be  reorganized  on  a 
basis  of  exchange  stability. 

(b)  United  Nations  Economic  Organization 
(I)  British- American  Trade  Agreement 

The  best-laid  monetary  stabilization  plans  cannot  succeed  unless 
they  are  supported  by  a  freely  operating  system  of  international  trade 
organized  on  a  multilateral  basis  of  non-discrimination. 

Again  the  center  of  the  stage  is  held  by  British-American  trade 
regulations.  Throughout  the  war  period  the  British  have  operated 
a  sterling  pool  by  means  of  what  in  effect  is  a  tight  and  effective 
system  of  imperial  exchange  control.  Since  1932  the  Ottawa  prefer¬ 
ential  agreements  have  operated  not  only  among  the  self-governing 
Dominions,  but  also  among  them  and  the  dependent  colonies.  In 
addition,  a  series  of  bilateral  trade  and  purchasing  agreements  be¬ 
tween  Great  Britain  and  countries  in  the  sterling  area,  including  the 
Argentine,  while  not  infringing  the  principle  of  equality  of  trading 
opportunity  placed  many  of  the  smaller  countries  in  a  position  from 
which  they  could  not  negotiate  reciprocal  agreements  with  the 
United  States. 

On  the  side  of  the  United  States,  and  to  some  extent  on  that  of 
Great  Britain  also,  the  commitments  of  economic  warfare  will  leave 
many  outstanding  contracts  that  will  be  difficult  to  reconcile  with 
the  principle  of  equality  of  trading  opportunity.  These  consist  mainly 
of  contracts  to  purchase  strategic  raw  materials  such  as  rubber,  cop¬ 
per,  mica,  tungsten,  vanadium,  for  long  terms.  In  some  cases  lend- 
lease  equipment  and  financial  assistance  has  been  granted  to  secure 
increased  output. 
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The  greatest  obstacle  to  expanding  multilateral  trade,  however, 
remains  the  impediment  to  United  States  imports  imposed  by  the 
extensive  and  high  schedules  of  the  Hawley-Smoot  tariff.  The  essen¬ 
tial  element  of  the  trading  bargain  to  be  made  in  the  negotiations 
between  Great  Britain  and  the  United  States  pursuant  to  article  VII 
of  the  lend-lease  agreement  is  clearly  the  abandonment  of  the  Brit¬ 
ish  exchange  control  and  preferential  systems  in  return  for  exten¬ 
sive  reductions  in  the  Hawley-Smoot  tariT  schedules.  The  instru¬ 
ment  for  such  a  bargain  is  at  hand  in  the  powers  vested  in  the 
Executive  to  negotiate  reciprocal  trade  agreements.  Such  an  agree¬ 
ment  was  made  with  the  United  Kingdom  in  1938,  but  it  was  of  a 
meager  and  disappointing  character  achieved  only  after  long  and 
laborious  negotiations.  There  now  arises  not  so  much  the  opportun¬ 
ity,  as  the  necessity  if  a  multilateral  trading  system  is  to  be  restored 
at  all,  of  a  new  agreement  or  series  of  agreements  of  much  wider 
scope.  Not  only  the  United  Kingdom,  but  the  Dominions,  and  the 
colonial  Empire  need  to  be  included.  The  terms  of  article  VII  would 
seem  to  have  included  by  implication  the  surrender  of  the  Ottawa 
principle;  but  the  quid  pro  quo  has  to  be  worked  out. 

Given  the  will,  there  is  clearly  the  material  for  a  great  widening 
of  trade;  but  just  as  clearly  this  will  involve  reorganization  of  na¬ 
tional  economic  activity  on  both  sides.  Carried  through  now  this 
would  help  the  war  effort  and  cause  a  minimum  disturbance  of 
employment  and  loss  of  invested  capital. 

Such  a  vigorous  use  of  the  executive  power  to  negotiate  trade 
agreements  would  almost  certainly  lead  to  other  agreements  by  both 
partners  with  other  countries.  For  the  British  there  would  be  no 
choice.  If  they  should  decide  to  abandon  the  Ottawa  system,  they 
must  go  the  whole  road  and  expand  their  trade  as  widely  and  freely 
as  possible.  In  the  same  way  concessions  to  the  Dominions  on  agri¬ 
cultural  raw  materials  and  foodstuflFs  would  be  extended  auto¬ 
matically  by  most  favored  nation  treatment  to  their  Latin  American 
competitors.  The  concessions  to  British  manufactured  imports  would 
similarly  be  extended  to  the  manufacturing  nations  such  as  Belgium 
and  Czechoslovakia.  Committed  in  this  way  to  wide  breaches  in  its 
import  tariff,  the  United  States  would  have  to  go  further  in  an  ef¬ 
fort  to  widen  the  outlets  for  its  construction  and  mass  production 
industries. 
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(II)  United  Nations  Commodity  Corporation 

Even  if  trade  channels  should  be  greatly  widened  and  discrim¬ 
inatory  practices  inherent  in  exchange  control  and  quota  systems 
should  be  swept  away  in  the  process,  there  will  remain  great  dis¬ 
crepancies  between  war  production  costs  in  important  markets,  call¬ 
ing  for  extensive  controls  internationally  administered. 

In  the  pooling  of  resources  for  the  war  effort,  there  is  need  for 
closer  integration  between  the  various  organs  of  the  United  Na¬ 
tions.  There  is  a  good  deal  of  confusion  between  different  depart¬ 
ments  of  the  national  governments  and  the  combined  Anglo-Amer¬ 
ican  and  Anglo-Canadian  Boards.  The  need  for  rationalization  of 
these  operations  will  become  more  necessary  still  in  the  immediate 
post-war  period  of  relief  and  rehabilitation.  It  will  be  vital  in  the 
ensuing  period  of  reconstruction.  Moreover,  many  of  the  smaller 
countries  are  naturally  restive  under  their  exclusion  from  the  com¬ 
bined  operations  of  the  Anglo-American  boards.  There  is  a  very 
strong  case  for  the  creation  at  the  earliest  possible  moment  of  a 
United  Nations  Commodity  Corporation  to  rationalize  and  co¬ 
ordinate  purchases,  stockpiling,  and  utilization  of  essential  raw  ma¬ 
terials.  Price  control  in  the  disturbed  post-war  period  will  need  to 
be  centralized  and  administered  by  a  body  representative  of  all  the 
United  Nations. 

As  more  normal  conditions  are  restored  after  a  period  of  firm 
transitional  control,  it  is  possible  that  the  United  Nations  Commod¬ 
ity  Corporation  may  continue  to  function  as  a  stabilizing  agency  in 
the  commodity  markets.  After  the  first  emergency  is  over  and  the 
worst  discrepancies  between  costs  are  ironed  out,  there  could  be 
progressive  mitigation  of  the  controls,  liberating  the  markets  to 
free  enterprise.  The  Commodity  Corporation  would  in  that  case 
retain  the  functions  formerly  discharged  by  the  free  trade  com¬ 
modity  markets  of  Britain — the  functions  of  ultimate  buyer  and 
regulating  stockpile.  Essentially  its  work  would  consist  of  main¬ 
taining  buffer  stocks  and  counteracting  destructive  price  speculation. 
If  such  a  corporation  bought  at  a  uniform  and  minimum  price,  it 
could  absorb  temporary  world  surpluses  while  competition  squeezed 
out  the  least  efficient  producers,  releasing  the  surpluses  when  trade 
prices  improved. 

For  any  such  equilibrating  function  to  be  discharged  successfully. 
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it  would  be  necessary  for  the  Corporation  to  afford  opportunity  also 
for  continuous  international  consultation  aimed  at  the  coordination 
of  national  price  and  production  policies. 

(Ill)  United  Nations  Development  Corporation 

Proposals  are  plentiful  for  planned  economic  development  to  offer 
outlets  for  the  expanded  construction  industries  of  the  highly  indus¬ 
trialized  countries,  to  modernize  hitherto  industrially  backward 
areas,  increase  their  productivity  and  purchasing  power,  and  thereby 
provide  a  real  basis  for  expanding  international  trade.  The  notion 
of  an  expanding  economy  has  entered  into  the  consciousness  of  many 
people  concerned  with  the  post-war  situation.  It  has  taken  explicit 
form  in  many  official  pronouncements,  including  the  Adantic  Char¬ 
ter  and  article  VII  of  the  master  Lend-Lease  Agreement.  There 
seems  little  doubt  that  a  real  attempt  will  be  made  to  develop  a  co¬ 
ordinated  program  of  planned  economic  development,  partly  by 
inter-government  financing  of  basic  public  works  programs,  partly 
by  supervision  of  private  investment,  including  direct  investment, 
when  the  war  ends. 

The  notion  of  planned  economic  development,  however  rational 
and  desirable,  is  fraught  with  many  practical  difficulties.  It  seems 
obvious  that  new  forms  of  foreign  investment,  involving  a  greater 
measure  of  government  initiative  and  inter-government  cooperation, 
are  likely  to  be  called  for.  It  is  equally  obvious  that  neither  private 
investors  nor  governments  are  likely  to  promote  or  permit  the  indis¬ 
criminate  foreign  lending  that  took  place  after  the  last  war.  But 
there  will  be  a  strong  incentive  to  the  expansion  of  direct  industrial 
investments  in  many  developing  areas  and  new  private  investment 
is  most  likely  to  take  this  form. 

Most  governments,  however,  have  taken  strong  attitudes  against 
uncontrolled  economic  development  by  foreign  initiative.  War  or¬ 
ganization  has  inevitably  strengthened  the  centralized  power  of  gov¬ 
ernments  and  weakened  business  enterprise.  In  Mexico  and  China, 
as  in  Soviet  Russia,  there  are  well  organized  national  programs  of 
economic  development  designed  for  internal  and  strategic  reasons, 
rather  than  for  the  promotion  of  external  trade.  In  other  areas,  such 
as  eastern  Europe,  where  it  may  be  some  time  before  governments 
are  firmly  established,  the  risks  of  private  investment  will  be  so  high 
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that  a  considerable  measure  of  international  supervision  and  assis¬ 
tance  may  be  necessary  if  economic  development  is  to  be  promoted 
in  the  near  future. 

Moreover,  a  good  deal  of  experience  has  already  been  accumulated 
by  the  operations  of  such  government  departments  as  the  British 
Export  Credit  Guarantee  Department  and  the  later  United  King¬ 
dom  Commercial  Corporation,  the  United  States  Commercial  Cor¬ 
poration,  Import-Export  Bank,  Reconstruction  Finance  Corporation, 
and  Board  of  Economic  Warfare.  The  latter  particularly,  in  its  ef¬ 
fort  to  maximize  the  supply  of  strategic  raw  materials,  has  assisted 
Latin  American  and  other  governments  in  substantial  public  works 
and  development  programs.  Apart  from  the  fact  that  many  of  these 
programs  may  be  still  under  way,  or  even  expanding,  when  the  war 
ends,  this  experience  is  not  likely  to  be  jettisoned.  Technical  missions 
of  American  specialists  have  been  sent  to  such  countries  as  India, 
South  Africa,  and  the  Belgian  Congo,  and  more  are  contemplated. 
China  has  asked  for  large  numbers  of  advisory  specialists  to  enter 
its  service. 

Feasible  programs  of  construction  cannot,  however,  be  developed 
quickly.  Nor  is  it  likely  that  political  or  economic  conditions  at  the 
close  of  the  war  will  be  favorable  in  the  countries  of  potential  eco¬ 
nomic  development.  Mobilizing  the  organization,  equipment,  and 
materials  for  large-scale  development  programs  will  be  difficult  also 
in  the  period  at  the  close  of  the  war  when  civilian  replacement  de¬ 
mands  will  be  clamoring  for  satisfaction.  It  is  probable,  therefore, 
that  international  economic  development  must  be  consequential 
rather  than  parallel  to  relief  programs. 

The  constitution  of  United  Nations  machinery  for  the  planning 
of  such  development  ought  not  to  be  delayed  until  the  emergency 
of  post-war  unemployment  arises.  If  such  planning  is  to  be  effective, 
it  should  include  not  only  surveys  of  potential  programs  and  the 
techniques  of  their  execution,  but  should  also  plan  the  training  of 
personnel  in  the  countries  to  be  developed.  The  work,  particularly 
of  the  Health  Section  of  the  League  of  Nations,  in  bringing  tech¬ 
nicians  for  advanced  training  in  more  advanced  scientific  centers 
and  organizing  training  centers  for  public  health  workers  in  China 
offers  instructive  experience  in  this  respect. 

The  United  Nations  Development  Corporation  should,  therefore. 
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discharge  two  parallel  functions,  registering  and  supervising  private 
investment  in  foreign  countries  and  preparing  plans  for  basic  de¬ 
velopment,  such  as  transport  and  power  facilities  in  industrially 
backward  areas.  There  is,  however,  no  need  to  contemplate  a  vast 
expansion  of  bureaucracy  on  an  international  scale  as  is  sometimes 
read  into  the  phrase  “international  public  works.”  There  are  many 
aspects  of  an  international  development  program,  and  private  enter¬ 
prise  has  a  great  role  to  play  in  such  a  program.  While  it  is  clear  that 
neither  national  policy  nor  international  equilibrium  is  likely  again  to 
permit  uncontrolled  private  decisions  in  the  field  of  foreign  invest¬ 
ments,  and  the  financing  of  investment  in  public  facilities  is  likely 
to  be  provided  by  government  and  inter-government  institutions, 
there  may  well  be  great  scope  for  direct  private  investments  in  in¬ 
dustrial  undertakings.  In  such  private  investment  use  may  be  made 
of  government  guarantees  in  relatively  short-term,  self-liquidating 
arrangements  such  as  were  pioneered  by  the  British  Export  Credit 
Guarantee  Corporation.  For  both  private  and  public  investment, 
foreign  financial  assistance  should  be  confined  as  far  as  possible  to 
those  parts  of  the  project  requiring  the  importation  of  foreign  ma¬ 
terials  and  machinery,  local  expenditures  being  financed  nationally 
so  as  to  minimize  the  possibility  of  unmanageable  transfer  problems 
arising  at  the  repayment  stage.  In  the  actual  construction  of  both 
public  and  private  development,  private  enterprise,  working  either 
on  a  contract  or  a  cost  plus  fee  basis,  should  be  entrusted  with  the 
practical  execution  of  the  works.  They  should  build  the  projects,  be 
paid,  and  move  out,  leaving  the  ownership  and  management  in  na¬ 
tional  hands,  with  such  participation  in  direct  private  investments 
as  is  compatible  with  national  policy  in  the  countries  concerned. 

(IV)  The  Structure  of  luternational  Economic  Orgcniz^tion 

The  institutions  sketched  above  represent  a  minimum  set  of  inter¬ 
national  arrangements  designed  to  set  a  framework  of  monetary 
stability,  freer  trading  facilities,  and  international  economic  develop¬ 
ment  within  which  the  individual  members  of  the  United  Nations 
\vill  be  free  to  follow  national  policies  of  economic  expansion  in  the 
post-war  period  without  external  strain  on  their  balances  of  pay¬ 
ments.  They  clearly  contemplate  inroads  on  national  sovereignty 
in  such  important  spheres  as  the  determination  of  exchange  rates, 
tariflf  policy,  and  foreign  lending.  Such  derogations  of  national  sov- 


40 


ereignty,  however,  would  be  the  result  of  handing  over  to  United 
Nations  organizations  the  function  of  coordinating  national  policies 
by  consultative  agreement.  The  success  or  failure  of  such  organiza¬ 
tions  will  obviously  depend  upon  the  determination  of  the  most 
powerful  industrial,  creditor,  and  trading  countries  to  make  them 
succeed.  It  is  for  that  reason  that  stress  has  been  laid  above  upon  the 
central  role  to  be  played  by  the  United  States  and  the  United  King¬ 
dom  and  upon  the  importance  of  pushing  forward  with  the  nego¬ 
tiations  to  which  these  countries  are  committed  by  article  VII  of  the 
master  Lend-Lease  Agreement.  It  cannot  be  emphasized  too  strongly 
that  from  those  negotiations,  rather  than  from  the  invention  of  new 
institutions  to  meet  specific  post-war  situations,  will  come  any  possi¬ 
bility  of  workable  international  institutions  for  the  future. 

This  is  not  to  deny  the  importance  of  other  international  institu¬ 
tions  already  in  existence,  such  as  the  International  Labor  Organ¬ 
ization,  nor  to  exclude  the  desirability  of  parallel  institutions  to  dis¬ 
charge  other  specific  functions.  It  is,  indeed,  clear  that  in  addition 
to  the  immediate  major  tasks  outlined  for  the  basic  institutions  pro¬ 
jected  above,  additional  responsibilities  are  likely  to  crowd  in  upon 
them.  If  they  are  to  accept  such  responsibilities,  however,  it  is  first 
essential  that  they  be  firmly  established  in  the  discharge  of  their 
primary  functions.  For  this  reason  they  should,  as  far  as  possible, 
be  created  with  adequate  powers  and  endowed  with  resources  suffi¬ 
cient  to  enable  them  to  carry  out  their  functions.  Their  working 
capital,  as  well  as  their  chartered  powers,  should  be  on  a  scale 
commensurate  with  their  responsibilities,  and  their  operations  should 
be  directed  by  autonomous  governing  authorities  supported  by  an 
adequate  staff.  The  American  custom  might  be  followed  of  appoint¬ 
ing  the  executive  head  of  the  secretariat  as  President  of  the  govern¬ 
ing  authority  and  close  liaison  should  be  maintained  between  the 
Presidents  so  appointed. 

It  will  be  very  clear  to  anyone  familiar  with  experience  of  inter¬ 
national  economic  organization,  that  the  functions  outlined  above 
for  the  United  Nations  institutions  omit  many  that  the  Economic 
and  Financial  Organization  of  the  League  has  endeavored  to  dis¬ 
charge  in  the  past.  It  would  be  very  desirable  that  the  new  institu¬ 
tions  should  take  over  and  incorporate  the  remaining  secretariat  of 
the  League’s  economic  and  financial  sections.  The  members  of  this 
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secretariat  and  experienced  officials  of  the  Bank  for  International 
Settlements  have  much  to  contribute  in  such  fields  as  monetary 
stabilization  and  economic  development.  The  research  group  con¬ 
stituted  by  the  League’s  Economic  Intelligence  Service  has  the  most 
complete  and  penetrating  knowledge  that  is  available  concerning 
the  interaction  of  world  economic  problems. 

In  addition,  the  economic  and  financial  sections  of  the  League 
have  in  times  past  discharged  many  important  functions,  such  as 
those  connected  with  the  development  of  international  statistics  and 
specialized  research  into  the  application  of  commercial  treaties,  the 
forms  of  international  lending,  population  pressures,  the  nature  and 
causes  of  cyclical  fluctuations,  the  forms  of  commercial  arbitration 
and  similar  problems. 

An  even  more  important  aspect  of  the  secretariat’s  work  for  the 
immediate  future  will  be  the  research  and  preparation  for  interna¬ 
tional  agreements  in  the  difficult  field  of  Public  Finance  and  Fiscal 
Policy.  So  much  of  this  work,  for  example,  the  studies  and  recom¬ 
mendations  on  Double  Taxation,  is  highly  technical  that  there  can 
be  little  appreciation  of  its  significance  except  among  the  legal,  ac¬ 
counting,  and  government  experts  most  immediately  concerned  with 
such  problems.  There  is  no  doubt,  however,  that  apart  from  the 
assistance  which  may  be  given  to  many  governments  in  straighten¬ 
ing  out  their  tangled  finances  after  the  war,  the  elaboration  of  a 
simpler  legal  framework  within  which  great  industrial  corporations 
may  operate  internationally  is  of  great  importance  for  the  future. 

It  would  indeed  be  easy  to  elaborate  the  need  for  new  institutions 
to  carry  forward  the  intermeshing  of  all  economic  activities  that  is 
inevitable  as  improved  communications  link  the  whole  world  into 
economic  unity.  Like  the  departments  of  a  federal  government,  the 
institutions  of  the  United  Nations  are  bound,  if  they  are  once  firmly 
established,  to  accumulate  responsibilities.  New  departments  will 
branch  off  to  undertake  specialized  tasks.  The  gradual  organization 
of  world  government,  coordinating  and  integrating  national  policies 
in  many  fields,  is  a  complex  task  that  will  call  for  political  invention 
and  political  skill  over  many  generations.  No  attempt  has  been  made 
in  this  brief  outline  to  sketch  a  blueprint  of  a  complete  and  sym¬ 
metrical  organization.  All  that  has  been  attempted  is  to  indicate  the 
mechanisms  that  seem  to  be  necessary  to  handle  the  most  urgent 
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and  fundamental  problems  likely  to  arise  in  the  very  near  future. 

Vast  fields  of  international  relations  need  merely  be  mentioned  to 
indicate  the  possibilities  of  further  development.  Communications 
crossing  national  boundaries  by  land,  sea,  and  air  call  for  reconsid¬ 
eration  of  basic  legislation,  as  well  as  for  regional  bodies  working  as 
the  Federal  Communications  Commission  and  the  Interstate  Com¬ 
merce  Commission  work  in  the  United  States.  Air  navigation,  mari¬ 
time  shipping,  inland  waterways,  international  railway  transporta¬ 
tion,  radio,  telephonic  and  telegraphic  communications,  and  postal 
matters  should  all  be  under  the  control  of  an  international  regula¬ 
tory  authority. 

The  whole  intricate  and  vexed  problem  of  the  relations  between 
metropolitan  countries  and  their  colonial  territories  is  in  the  melting 
pot,  and  a  United  Nations  organization  with  more  effective  powers 
than  were  possessed  by  the  League’s  Mandates  Commission  is  need¬ 
ed.  The  unsettlement  of  population  called  forth  by  forced  migrations 
and  refugee  flights  may  necessitate  a  Migration  and  Resettlement 
Commission.  Disarmament  is  another  unsolved  problem.  The  dan¬ 
gerous  interlocking  of  the  international  agreements  concerning 
patent  laws  with  the  cartels  operating  in  many  branches  of  manu¬ 
facturing  industry,  presents  a  thorny  and  highly  technical  problem, 
which  the  economic  organization  of  the  League  was  never  in  a  posi¬ 
tion  to  handle  effectively. 

It  is  probable  that  in  these  and  other  fields  where  economic  activity 
now  transcends  national  boundaries,  a  variety  of  institutions  may  be 
required,  some  regional,  others  universal,  some  operating  as  regula¬ 
tory  intergovernment  commissions,  others  being  autonomous  operat¬ 
ing  corporations,  and  still  others  providing  only  means  of  regular 
consultation.  Whatever  may  develop  in  this  respect,  at  least  it  seems 
clear  that  effective  organs  of  world  government  are  not  likely  to  be 
simple  or  uniform.  They  must,  however,  be  integrated  and  follow 
consistent  lines  of  policy. 

The  political  problem  of  ensuring  peace  is  outside  the  scope  of 
this  paper,  but  its  bearing  upon  the  prospects  of  effective  economic 
cooperation  is  too  obvious  and  vital  to  be  ignored.  Without  at  least 
reasonable  prospects  of  peaceful  security,  no  nation  can  afford  to 
follow  economic  policies  that  expose  it  to  the  risks  of  interdepen¬ 
dence. 
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The  implicit  assumption  of  the  suggestions  made  above  is,  there¬ 
fore,  that  it  will  prove  possible  to  establish  an  effective  system  of 
collective  security,  not  in  any  vague  sense  of  general  goodwill  and 
reliance  upon  public  opinion,  but  by  precise  commitments  among 
the  victorious  powers  who  will  hold  the  balance  of  power  within 
the  collective  system  until  such  time  as  their  commitments  can  be 
generally  shared.  Given  such  guarantees  against  exposure  to  the  risks 
of  violent  aggression,  the  United  Nations  and  those  peoples  willing 
to  cooperate  with  them  in  the  future  might  well  establish  very  ef¬ 
fective  organs  of  technical  collaboration  in  many  different  fields — 
not  only  economic,  but  social,  medical,  and  educational.  It  is  pos¬ 
sible  to  conceive  of  a  series  of  semi-autonomous  technical  institu¬ 
tions,  each  designed  to  discharge  its  own  peculiar  tasks,  working 
side  by  side  with  the  political  institutions  necessary  to  preserve  peace. 
The  example  of  the  International  Labor  Organization  might  well  be 
imitated  by  providing  representation  not  only  for  governments,  but 
for  professional  and  public  organizations  interested  in  particular 
fields.  Such  representation  would  carry  the  functions  of  interna¬ 
tional  government  into  the  very  fabric  of  organized  social  life  and 
associate  the  groups  represented  with  the  responsibilities  of  govern¬ 
ment.  If  this  were  done,  and  the  various  commissions,  boards,  cor¬ 
porations,  or  authorities,  through  their  governing  councils,  presided 
over  by  working  Presidents,  were  constrained  to  present  their  annual 
reports  and  budgets  for  debate  by  a  general  assembly  of  the  United 
Nations,  a  flexible,  organic  beginning  might  be  made  in  the  devel¬ 
opment  of  world  economic  cooperation.  Such  an  organization  how¬ 
ever  would  not  survive  the  failure  of  whatever  political  arrange¬ 
ments  might  be  instituted  for  the  preservation  of  peace.  The  first 
and  fundamental  condition  of  economic  collaboration  is  effective 
machinery  for  the  preservation  of  collective  security. 
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